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Improvement  in  the  Federal  Gover 
»  control  of  public  funds  has  been  a  persistent  goal  duri 

the  Ford,  Carter,  and  Reagan  administrations.  During  t 
r, iid-1 970*s  the  initial  philosophy  for  improving  govern.:; 
money  management  was  to  improve  controls,  but  today  the 
emphasis  has  shifted  to  using  cash  management  as  a  mean 
of  reducing  the  Federal  Government's  debt  and  the  cost 
that  debt.  [Ref.  1], 

A  barrage  of  congressional  Actions  has  occurred  in 
recent  years  (The  Prompt  Payment  Act,  The  Debt  Collecti 
Act,  and  Federal  Managers  Financial  Integrity  Act)  whic 
demonstrate  that  lawmakers  and  the  American  voters  v/ant 
government  managers  to  handle  cash  more  efficiently.  I 
addition,  the  current  administration  has  shown  a  unique 
interest  as  underlined  by  the  creation  of  the  Grace 
Commission,  the  President's  Council  on  Integrity  and 
Efficiency,  the  Reform  33  Project,  Oil?.  Circulars:  A-1 2 
(Internal  Control  Systems),  A-1 25  (Prompt  Payment), 
and  A-1 23  (Garaging  Federal  Credit  Programs)  and  Dd'.R 
bulletins:  3 3  —  >  (Cash  Management)  and  33-21  ( Credit 

Reportin').  These  initiatives  clearly  indicate  that 
effective  management  of  cash  is  be  in  ,  given  ..i priori 
[Ref.  1]. 


 ... 


a.  vsckgroumd 

In  1933,  using  his  experience  as  governor  of  California, 
President  Reagan  asked  a  group  from  the  private  sector  to 
study  Federal  Government  operations  and  to  make  recommen¬ 
dations  for  improvements.  It  was  headed  by  J.  Peter 
Grace,  a  Democrat  and  Chairman  of  the  R.  Grace  and 
Company.  Me  recruited  151  executives  from  business, 
prof essional ,  and  nonprofit  organizations.  They  in  turn 
obtained  the  services  of  2,000  officials  from  corpo¬ 
rations,  legal  and  accounting  firms,  and  other  private 
organizations.  The  group  became  known  as  the  Grace 
Commission  (President'  Frivate  Sector  Survey  on  Cost 
Control) .  [ Ref.  31 

In  January  1934,  Mr.  J.  Peter  Grace's  report  to 
President  Reagan  outlined  2,473  separate,  distinct,  and 
specific  recommendations.  If  fully  implemented,  they 
could  virtually  eliminate  the  reported  deficit  by  the 
12?0’s,  versus  an  alternative  deficit  of  CIO. 2  trillion 
in  the  decade  of  the  1990's  if  no  action  is  taken.  A  total 
of  0424  billion  could  result  from  the  implementation  of 
the  Grace  Commission  recommendations  over  a  three  year 
period.  [Ref.  31 

Duri.n  ;  Congressional  testimony  in  1934,  Mr.  Grace 
cited  that  cost  savings  of  05.339  billion  in  the  area  of 
cash  management  could  be  achieved  over  a  three  year 
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period,  resides  spenainq  reductions,  appro:: i.  ate^y  1  o 
percent  of  net  deficit  reduction  could  core  fro.:  colic 
and  timely  deposits  of  cash  receipts.  [Def.  31 

Rudolph  C.  Penner,  Director  of  Congressional  Dud  le 
Office  (C30)  and  Charles  A.  Bow she r,  Comptroller  Dene 
of  the  United  States  (head  of  GAO)  testified  before  th 
Senate  Committee  on  the  Budget  on  23  February  193-d. 
Their  testimonies  summarized  the  analysis  of  the  Grace 
Commission  recommendations  performed  by  their  respect i 
agencies.  An  analysis  of  the  Grace  Commission's  word 
tiie  Congressional  Budget  Office  showed  that  a  majority 
its  recommendations  can  be  characterized  as  management 
proposals  designed  to  achieve  greater  efficiencies  and 
help  reduce  mounting  federal  deficit.  Many  of  these 
policy  ciianpe  proposals  po  far  beyond  any  proposals 
recently  contemplated  by  Congress,  and  a  majority  of  t 
will  require  congressional  actions. 

An  analysis  done  by  the  General  Accounting  Office 
(GAO)  supports  C30 '  s  analysis.  GAO  reported  that  appr 
wately  two  thirds  of  the  recommendations  warranted  rev 
and  n a:,  overall  merit.  GAO  has  lonq  endorsed  stror.j 
federal  ..-ana  ;*?:.:ent  practices  in  the  area  of  :ivo:  crilc- 
:  u  t  cne  tiiir  J  of  the  recommendations  are  for  actions  i 


opportunities  still  eyist  in  this  area.  Of  tnose  proposals 
with  uerit,  C3Q's  estimated  saving  potential  totalled 
neariy  $10  oiiiion.  [Ref.  33 

Provisions  of  tne  Grace  Commission's  study  were 
incorporated  into  the  Deficit  Reduction  Act  of  1934.  fne 

Deficit  Reduction  Act  was  passed  by  tne  Senate  on  21 
March  1934  followed  by  tne  House  of  Representatives  on  23 
June  1934.  The  Deficit  Reduction  Act  became  law  on  13 
July  1934.  [Refs.  4,  5]. 

The  Deficit  Reduction  Act  of  1934  (Puoiic  Law  93-369) 
was  enacted  to  make  cnanges  to  tax  laws  and  result  in 
other  management  improvements  to  reduce  tne  deficit.  Tne 
Deficit  Reduction  Act  was  divided  into  Division  A  (Tax 
Reform  Act  of  1934)  and  Division  3  (Spending  Reduction 
Act  of  1934).  Witnin  Division  Q,  Subtitle  C  of  fitie  Vi 
is  tne  Implementation  of  tne  Grace  Commission  Recommendat 10 
Section  2652  of  Subtitle  C  is  the  Collection  and  Deposit 
of  Payments  to  executive  Agencies.  Tms  section  gives 
tne  Secretary  of  tne  Treasury  tne  autnority  to  presence 
tne  timing  and  tne  methods  oy  which  agencies  win  co.iect 
and  deposit  money  to  tne  Treasury,  and  to  impose  Charges 
for  noncompx lance  in  an  amount  equal  to  tne  ioss  to  tne 
general  fund.  Monies  in  tne  fund  win  be  available 


witnout  fiscal  year  limitations  for  tne  payment  of  expenses 
incurred  m  developing  and  carrying  out  improved  metnods 
for  collections  and  deposits.  [Ref.  6] 

What  is  unique  aoout  the  Deficit  Reduction  Act  is 
that  the  Treasury  can  manage  casn  tnrougnout  the  Federal 
Government.  •  in  addition,  the  Treasury  nas  the  power  to 
initiate  penalties  for  noncompiiance .  Within  DOD  tne 
Deficit  Reduction  Act  is  a  major  issue,  and  one  tnat  is 
perceived  repetit-.'"?  impractical  in  view  of  the 

intent  of. tne  Deot  Collection  Act  of  1932.  But  the 
Deficit  Reduction  Act  empnasizes  new  metnods  and  timely 
depositing  of  funds  to  help  reduce  the  deficit,  whereas 
tne  Debt  Collection  Act  emphasized  collections  only.  Tne 
problem  is  now  to  implement  the  Deficit  Reduction  Act 
within  DOD  without  defeating  the  intent  of  Congress  and 
confusing  tnis  legislation  witn  tne  Debt  Collection 
Act.  In  addition,  after  Congress  saturated  tne  Federal 
Government  with  casn  management  legislation,  it  was  not 
clear  how  DOD  would  implement  the  Deficit  Reduction  Act 
and  wnat  incentive  would  exist  for  tne  implementation. 

[Ref.  6] 

B.  OBJECTIVE  AND  SCOPE 

By  improving  casn  flows  tnrough  effective  casn 
management .  it  is  estimated  tnat  the  Federal  Government 
couid  save  over  S2  billion  per  year.  But  to  acquire  tne 


savings,  the  resulting  programs  and  tne  implementation 
process  muse  oe  definitive,  we..i  planned,  and  acca?t30ie 
to  tne  armed  services.  There  are  prooiems  tnat  accompany 
and  often  precede  tne  implementation  process  (e.g., 
funding  and  manpower  requirements,  incentives).  To 
understand  tnese  problems  and  the  impact  of  tne  Deficit 
Reduction  Act  on  DOD,  this  study  initially  reviews  the 
concept  of  casn  management,  and  descrioes  tne  impleme¬ 
ntation  and  current  impact  of  tne  Prompt  Payment  Act  and 
Deot  Collection  Act  on  DOD.  The  major  contents  of  the 
Deficit  Reduction  Act  and  the  Treasury's  role  in  its 
implementation  are  examined  next.  An  understanding  of 
the  Treasury's  roie  provides  the  justification  for  its 
selection  as  tne  Act's  administer ing  agency. 

Tne  next  step  in  the  study  is  an  analysis  of  tne 
implementation  of  the  Deficit  Reduction  Act  witnin  DOD. 

The  analysis  examines  tne  Deficit  Reduction  Act's  potential 
impact  on  casn  management  procedures  within  tne  armed 
services.  Tne  focus  of  tne  analysis  is  extended  to 
include  prooiems  associated  with  implementing  tne  Prompt 
Payment  and  Deot  Collection  Acts  as  past  initiatives. 

A  comparative  evaluation  is  tnen  orovided  between  tne 
.‘Javy,  Air  7orce,  and  Army  to  empnasize  tne  unique  prooiems 
that  eacn  service  is  confronted  wita  in  implementing 
congress lonai  legislation.  In  addition,  tne  critical 
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C.  METHODOLOGY 

To  obtain  data  and  associated  background  information , 
points  of  contacts  were  established  'within  the  '!a vy , 

Army,  and  Air  Force  Finance  Centers.  Current  and  draft 
documents  on  cash  management,  Prompt  Payment,  and  Debt 
Collection  'were  obtained  from  each  service.  This  infor¬ 
mation,  along  with  congressional  records,  was  then  used 
to  perform  an  analysis  and  establish  the  background, 
current  initiatives,  problems,  and  major  issues  of  imple¬ 
ment  ing  the  Deficit  Reduction  Act. 

The  initial  literature  search  revealed  that  there  had 
been  little  or  no  comprehens ive  research  conducted  on  the 
implementation  of  the  Deficit  Reduction  Act.  The  primary 
source  of  i r.f ormat ion  concerning  the  background  of  the 
Act  was  found  in  congressional  records.  The  initial 
literature  search  was  followed  by  a  series  of  telephone 
interviews  with  major  policy  participants  in 
dashin  ;ton,  D.  C.  Additionally,  contacts  were  made  wit., 
naval  Supply  Center,  Oakland,  CA;  naval  Supply  Center, 
Sremerton,  '/A;  baval  Supply  Center,  San  Die  ;o,  CA;  and 
the  Fleet  Aecountin;  and  Disbursin'.;  Center,  Pacific,  Ann 
')  i  <•••  i  o ,  CA. 

Trips  wore  made  to  the  wavy  Aecountin.;  and  Finance 
Center  in  'ash in  ;ton,  C.  C.,  the  Army  Accountin’  and 
Finance  Center  in  In  iianapol is,  Ik,  and  the  Air  Force 


Finance  and  Accounting  Center  in  Denver.  CO.-  Trese 
aeries  of  trips  provided  insights  into  tae  operations, 
problems,  and  current  initiatives  of  tne  financial  aead- 
quarters  and  estaoiisned  a  case  for  formulating  a 
comparative  analysis.  At  each  Finance  Center,  cash 
management  was  tne  focal  issue  for  discussion  oecause  of 
the  current  requirement  for  implementing  the  Deficit 
Reduction  Act.  Follow-up  information  was  ootamed  oy 
telephone  interviews.  It  snouid  oe  noted  tnat  tne  perceived 
proDiems  and  recommended  solutions  contained  in  tnis 
thesis  are  tnose  of  the  autnor  and  not  the  various  commands. 

D.  ORGANIZATION 

This  thesis  is  organized  into  tne  following  chapters: 

Chapter  II,  Ca.su  Management  and . the  Deficit  Reduction  ,Ac,t. 

reviews  the  concept  of  cash  management  and  now  it  applies 
to  tne  Deficit  Reduction  Act,  Prompt  Payment  Act,  and  tne 
Deot  Collection  Act.  Additionally,  tne  current  impact 
and  status  of  tae  Debt  Collection  Act  and  tne  Prompt 
Payment  Act  within  DOD  are  summarized.  A  determination 
is  made  as  to  wnicn  services  are  best  complying  witn  tne 
standards  and  the  intent  of  Congress.  Tnis  information 
win  affect  tne  services'  incentives  and  initiatives  as 
tney  approacn  the  implementation  of  tne  Deficit  Reduction 


t 
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Chapter  III 

a  perspective  of  the  intent  of  tne  Deficit  Reduction  Act. 

It  examines  tne  components  of  tne  legislation  and  its 
major  provisions.  It  presents  tne  Treasury's  roie  as 
tne  administering  agency  for  tne  Act,  and  provides  an 
understanding  of  the  intent  of  Congress  in  passing  it. 

Chapter  IV,  4n  Analysis  of  the  Implementation  of  Deficit 
Reduction  Act  of  IQoM.  consolidates  the  study  and  examines 
tne  major  areas  witnin  DOD  that  are  affected  oy  tne 
Deficit  Reduction  Act.  It  relates  the  problems  experienced 
oy  the  Prompt  Payment  and  Deot  Collection  Acts  implementation 
process  to  the  Deficit  Reduction  Act,  addresses  how  tne 
implementation  process  will  be  initiated,  and  w.oetner  it 
can  oe  completed  before  tne  September  1986  deadline.  It 
also  examines  remaining  implementation  problems. 

Cnapter  v,  Suaiaiar.Y,..-  Conclusion*  and  Becoaiaeniia,&iQn. 
presents  the  summary,  conclusions,  and  recommendations  of 
tne  study.  Areas  for  further  research  are  identified. 


i  i  . 


DEFICIT 


c as::  :;a;<ag~:;b::t  a:h  t;-:e 
rrductid::  act  of  1934 

Before  discussing  now  the  Deficit  Reduo t-ion  net  will 
enhance  cash  management,  an  understanding  of  the  concept 
of  cash  Management  and  the  Deficit  Reduction  Act  is 
required.  The  following  sections  will  provide  data  for  a 
comprehensive  understanding  in  this  area. 

a.  c as::  :;a::age:;e::t 

"A  wise  man  once  o bserved  that  the  romantic  life  of 
a  hippopotamus  may  be  only  of  passing  interest  to  you  an 
me,  out  it  isof  intense  interest  to  other  Hiaooootami . ” 
[Ref.  2,  p.  22] 

Before  the  1930's,  the  above  reasoning  could  be 
applied  to  cash  management  in  DOD  and  the  Federal  Govern. .'.e 
There  were  only  a  few  specialists  -who  showed  any  intereat- 
in  cash  management .  In  recent  years,  however,  the  ir.tores 
has  been  growing.  The  focus  on  cosh  management  has  seen 
caused  by  higher  interest  rates,  larger  budget  deficits, 
changing  economic  conditions,  data  processing,  and  telecom 
..run ications .  Bach  factor  has  contributed  to  the  inoreasir. 
cost  of  money  and  attention  of  financial  managers  to  t..e 
availaoility  cf  cash,. 

1  .  Congest  of  Cash  Bans  V3:.;ent 

The  c 3 s hi  management  policy  for  the  Feaeral  Govern. . 
requires  that  agencies  conduct  financial  activities 


in  a  Manner  that  v/ili  Maximize  tr.e  amount  of  cash  aval 
to  the  Treasury  and  preclude  unnecessary  borrowing.  T 
basic  components  of  cash  aana yement  as  perceives  oy  D'J 
are  (1)  the  acceleration  of  receipts  (the  expeditious 
billin'- ,  collecting,  and  depositing  of  receipts),  (2) 
timely  disbursement  of  payments  (the  scheduling  of  pay 
cn  due  dates,  not  early  or  late),  and  (3)  the  invest. se 
of  any  temporary  excess  cash  balances.  The  objective 
to  maximize  the  amount  of  funds  availaole  to  the  Tress 
[Fief.  5] 

2.  Cash  liana-.ement  in  the  Federal  Government 


Cash  management  bepan  with  President  Ford's  ad 
oration  in  the  mid  1970's.  his  administration  solicit 
assistance  from  the  First  national  Tank  cf  Chicayc  to 
work  with  government  agencies  to  recognize  and  improve 
their  cash  :nana -ement  techniques.  Until  recently,  mas 
federal  marayers  were  evaluated  based  on  tneir  ability 
accomplish  the  30a Is  of  an  agency  or  organization. 
Presently,  due  to  tse  federal  deficit  and  public  inter 
...ore  attention  is  seine  riven  to  now  efficiently  a  ;.ov 
agency  is  ...as a,eo.  [  "lof.  1] 

Ir.  1'‘77,  President  Carter  initiated  a  ssujy  tu  fi 
ways  to  use  -overnmer.t  funds  arc  efficiently  with  v 
toward  rrmucu  J  ft. era  1  scot  r  itu  ire.  ;entu  usd  i:i..  or 
costs.  As  a  result  of  t.ie  study  tse  Treasury  Detart : 
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tue  ireasury 


manccs-t.  ..-nun. 
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w’oceuures 


3  ar.cies  s mould  foil  o'.; 


eff  active  and  efficient  wana  ,e..ent  of  government  ’  3  coo., 
when  developing  and  implement in  ;  regulations,  systems, 


I 


and  instructions.  The  procedures  pertain  to  dill  in;, 
collections,  deposits,  and  J i sbursemen ts .  [f.ef.  1] 

An  issue  that  is  dasic  to  understanding  cash  ,.;ana  ;c.. 


Vil 

» t.f 
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in  the  Federal  Government  is  Internal  Control.  before 
any  plans  are  made  concerning  effective  cash  ./.ana  cement, 
the  Internal  Control  within  an  organization  must  oe 
for:. ally  documented  and  communicated  to  hey  personnel 
throujhout  the  organization  [Gef.  71.  Internal  Control 


•«) 

A 

i. 


is  defined  as: 

The  plan  of  an  organization,  methods,  and  procedures 
adopted  dy  management  to  provide  reasonable  assurance 
that  o dl i  ;at ions  and  costs  are  in  compliance  with 
applicable  laws;  funds,  property,  revenues  and  ex  per.  di 
applicable  to  a  ,ency  operations  are  properly  recorr  j; 
and  accounted  for  to  permit  the  preparation  of  account 
and  reliable  financial  s.id  statistical  reports  an.  to 
maintain  accountability  over  tne  asset,  [Gof.  7] 
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Once  car..]  ...ana  ye  went  procedures  are  id  err.  i  f  ie  ■ , 
.sternal  controls  (administrative  and  accountin'  eons."... 
.r?  i./ .  i  o  -.er.  ted  to  >rov  ids  reasons  si  :•  assure.. ;c  a  :. 
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.  Collect! on::,  .epos its  ,  and  J ir nurse  .ier.ts  ere  * n 


.•  j  r.  n  s  sre  sai  e-aarjea  a  jamst  wast< 
ised  no s  or  misappro priation ;  and 


u a  u  t . .  o  r  - 


c.  Revenues  and  expenditures  applicable  to  agency 

operations  are  properly  recorded  and  accounted  for 
tc  permit  tiie  preparation  of  accounts  and  rel  iabl  * 
financial  and  statistical  reports,  and  to  ...aintain 
accountability  over  the  assets  (Aef.  7). 

The  Cash  management  Review  Cuiae  is  an  a Jministrativ< 
control  document  used  by  the  Treasury  to  ensure  that  an 
appropriate  level  of  detail  and  documentation  of  current 
processing  (collections,  deposits,  and  disbursements) 
exists  and  is  maintained.  The  juide  is  only  one  of  many 
alternatives  available  to  apencies  to  assist  them  ir, 


improving  and  monitorin’  the  flow  of  cash  within  their 
or janization.  There  cannot  be  cash  management  without 
internal  controls.  [Ref.  C] 

In  its  Circular  A— 123  (Internal  Control  Systems) , 
the  Office  of  Tana pement  ana  Budget  established  detailed 
guidance  to  be  used  by  apencies  in  evaluating  and  perform. in.;, 
an  analysis  of  the  adequacy  of  their  Internal  Control 
program.  This  circular  is  a  unique  regulation  which 
ensures  that  a;encies  practice  and  adopt  Internal  Control 
procedures.  A  critical  requirement  is  that  the  procedures 


wi_i  jesi  ;n; 


;ne  a  :ency  neat  as  trie  accountaoi  e  ;  ere  on 


responsible  for  the  desipn,  installation,  evaluation, 
improvements  and  periodic  report  in on  the  a  money's 

Internal  Control  system.  Internal  Control  is  critical 
tc  effective  cash  .  ana; omen t.  It  allows  an  a pane y  to 


have  3  :  or..:ai  system  :  or  docunentinj  an:i  li.i^rov in_,  its 
controls  over  the  cash  flow.  [Re:'.  71 


3.  i::flue::cz  of  corgressioral  legislator  a::o 

TIO.R  REGULATIONS 

The  change  in  philosophy  toward  cash  management  i.as 
brought  an  influx  of  Congressional  laws  and  regulations 
from  the  executive  branch.  Two  critical  pieces  of 
Congressional  legislation  precedin'  the  Deficit  Reduction 
Act,  w  hi  c  h  focused  on  the  efforts  of  Congress  to  strer.  .  the 
control  over  federal  funds  and  cash  management,  were 
the  Prompt  Payment  Act  and  Debt  Collection  Act  of  1032. 


The  Prompt  Payment  Act,  as  implemented  by  Oh.-: 
Circular  number  A-125,  requires  federal  agencies  wnich 
procure  property  or  services  from  a  business  entity  (out 
which  do  not  mnhe  payment  for  each  complete  delivered 
item  of  property  or  service  by  a  selected  payment  date, 


or  tahe  a  discount  not  within  a  discount  period)  to  pa; 
an  interest  penalty  to  the  business  entity  on  the  s..ca: 
of  payment  which  is  past  due.  [ Ref.  9] 

•  ithin  DOD,  component  organizations  were  i  r  ?  c 
to  pay  their  bills  in  a  timely  manner  to  avoid  the  nee. 


interest  payments.  me  reasonin';  was  voiu  out 


;ays  easily  followed  in  daily  operations  at  lower 
isicns.  The  armed  services  commanders  are  r  asnensi  e. 


an  sunn  ; 


i  .1 


that  payments  are  performed  i.i  a  ti...ely 
manner;  when  necessary,  interest  payments  are  paid  or 
delinquent  accounts.  In  audition,  periodic  reviews  of 
delinquent  payments  are  performed  to  determine  if  patterns 
exist  cr  the  presence  of  unusual  c i rcu;asta nc es  could  be 
detected.  Corrective  or  disciplinary  action  would  oe 
instituted  as  required.  [Ref.  1C] 

D3D  components  analyzed  their  contractual  procedures 
and  increased  training  and  the  authorization  level  respo¬ 
nsible  for  major  acquisitions  to  improve  their  performance 
under  the  legislation.  In  addition,  DOR)  was  required  to 
submit  end-of-year  reports  summarizing  any  interest 
payments  paid  out  durin  ;  the  fiscal  year  concerned. 

The  Prompt  Payment  procedures  covered  all  types  of  trans¬ 
actions  involvin'  the  procurement  of  services  and  materia..'. 
[Ref.  10] 

Trie  Prompt  Payment  Act  was  a  statement  ayainst 
inefficiency  and  poor  cash  management  with, in  the  Federal 
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a:;..  its  suppi :  era  ;gu-.;  e;:  Gir: ence  je::er  ouoiness  ra.a- 
a i o n 3 .i i p s ,  i.-m.-rove  i  competition  for  qovernm.ent  jusineac  , 

.1  reduce  a  :osgg  for  ...a  aerials  and  services. 

2.  Performance  hi  thin  DOT 

The  Prompt  Payment  Act  has  had  an  impact  c; 
financial  management  policies,  procedures,  and  operations 
for  approx  imately  three  and  a  half  years.  The  performance 
of  TOD  from  FY  33-FY  35  (Figure  1)  fluctuated  with  increase 
ir.  FY  34  and  a  decrease  it:  FY  35.  Further  analysis 
reveals  that  during  the  last  two  quarters  of  FY  34  (compare 
to  the  first  half)  a  decline  of  333  in  the  value  of 
penalties  paid  had  actually  be.jun.  (Figure  2).  The  rise 
during  the  first  two  quarters  of  FY  34  car.  he  attributed 
to  the  continuous  changes  in  the  reporting  base  during 
the  first  year  and  a  half  of  the  Prompt  Payment  Act. 

This  was  caused  by  an  increase  in  contracts  and  payments 
that  were  subjected  to  the  Prompt  Payment  Act,  and  the 
increased  accuracy  and  expansion  of  reportin'  procedures. 

[ hef .  11] 

In  FY  53,  the  r.um.oer  and  value  of  interest  ana 
early  payments  penalties  declined  further.  (TAhLI  1). 

Fro..i  a  casn  ...arm  e.  .ent  perspective,  the  nu...ber  of  early 
payments  declines  ','7.3  '*  from,  a  FY  33  total  of  1.1'" 

...ill  ion  to  a  35  total  of  33,112.  The  value  of  t:,o 
early  payments  declined  approx im.ately  1021,  from.  13.350 


DOD  COMPONENTS 
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TABLE  1 


DOD  INTEREST/ EARLY  PAY  STATISTICS 


No.  Interest  Penalties 

Value  of  Interest  of 
Penalties  (SMillion) 

No.  Early  Payments 

Value  of  Early 
Payments  (SMillion) 


PY  83 

PY  84 

FY  85 

118  r689 

173,926 

127,379 

$2,019 

$4,057 

$3,608 

1,298,998 

587,870 

35,112 

$13,880 

$10,747 

$94,419 

[Ref.  12) 


28 


billion  to 


394.419  Million.  The  savin's  in  interact 
expense  by  the  Treasury,  by  borrowing  at  the  latest 
possible  hate  considered  necessary  to  ;.ieet  a  debt  (30 
Jays  after  receipt  of  proper  invoice),  is  substantial. 
[Ref.  11] 

Overall,  DOD  is  performing  well  within  the 
intent  of  the  Prompt  Payment  Act.  This  performance  can 
be  directly  attributed  to  strong  initiatives  such  as  th 
augmentation  of  computer  hard'ware,  a  prompt  payment  tos 
force,  and  iruproved  internal  management  control. 

b.  The  Services  Performance  and  Prompt  Paymen 

DOD  has  an  established  joal  of  zero  percent 
early  and  late  payments.  The  performance  of  DOD  is  a 
measure  of  combined  effort  amon~  the  armed  services. 
Individually,  the  breakdown  of  perf ormance  indicates  th 
there  is  considerable  room  for  improvements . 

(1)  Department  of  the  Army.  The  Prompt 
Pay. lent  Act  and  its  initiatives  are  of  considerable 
concern  tc  the  U.  3.  Army.  From  FY  33  to  FY  34,  interc 
payments  paid  by  the  Army  rose  by  £531,000.  From  FY  34 
to  FY  35,  interest  payments  were  "'-371,000.  Projectin', 
for  FY  35,  interest  payments  will  be  3301,000  over  FY  ' 
total.  Althou  ;h  tne  amount  is  increasin'  at  a  lower 
rate,  the  overall  total  is  excessive.  (Figure  3).  The 
major  contr  inutor  to  the  Prompt  Payment  pr  oble.is  the  hr 
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now  encounters  is  iin.:ei  to  the  performance  of  its  Zurc.oar: 
organizations,  ana  the  lilitary  District  cf  './a shin  ,t or. 

DC.  Ten  co.swands  wade  up  57'.  and  54  5  of  the  total  interest 
expense  paid  for  FY  34  anc  FY  33  respectively.  Throe  cut 
of  the  top  five  are  within  the  q,roup  located  in  the 
European  arena  with,  tne  13th  A  F  3  C  ,  Frankfurt  at  tr.e 
top  of  the  list  (T.-.ALZ  2). 

The  two  ..'ain  reasons  for  ./.any  of  the  late 
payments  are  (1)  late  reports  and  (2)  delay  in  prccessin, 
oy  tne  pay  in :  offices.  The  delay  ir.  processing  is  attribute- 
to  a  lac!-:  of  training  and  personnel  turnover  that  exceeds 
505  in  so..ie  areas  per  six  month  period.  host  cf  tne 
critical  and  manual  jobs  are  held  oy  personnel  in  1  ow 
jrades  wno  speak  limited  Zn.'lish  and  therefore  are  restricts'! 
to  jobs  which  do  net  provide  any  transition  to  mere 
senior  positions.  In  this  settin.;,  low  morale  ultimately 
contri cutes  to  tne  turnover  problem.  [2ef.  12] 

At  jo..: a  co.. 'wands  in  tne  Zuropear,  co,..  unity, 

305  of  the  personnel  on  ooard  are  not  trained  for  tne 
joos  to  wnicr.  tuey  are  assigned.  Consequently ,  tne 
.■rooiew  of  receivin  ,  a  .  ajority  of  the  oillir  ,n  late  :  s 
:pnvwh  by  not  ..avis,  a.  equate  an  i  e::..ori  }.:co  .  3 

to  .. recess  t..o  pay  .cuts  wner,  rec  j  ive  J .  Oue  to  t..ar-.  :;rw.  - 
star.c  is  ..-row  pt  .  oy.ert  initiatives  will  cor.  tint  a  - 
prosie. .  for  tne  r  •;  y  at  its  Fur  op  ear.  co . ana.  [  1  '  ] 
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TABLE  2 


COMPARISON  OF  STATIONS  REPORTING  SIGNIFICANT  PENALTIES 

( STHODSANDS) 


FAO 

FY  85 

FY  84 

IRC/ (DEC) 

18th  FSC  -  EUR 

.$296 

$75 

$221 

MDW 

150 

66 

84 

VII  CORP  -  EOR 

70 

69 

1 

FT  HUACHOCA 

61 

9 

52 

45TB  FSC  -  EUR 

52 

6 

46 

FT  LEWIS 

50 

32 

18 

FT  MONMOUTH 

39 

2 

37 

WALTER  REED 

38 

151 

(113) 

FT  IRWIN 

26 

5 

21 

FITZSIMMONS 

24 

28 

(4) 

TOTAL 

S806 

$141 

Percent  of  total  FY 

67% 

54% 

interest  penalties 
these  ten  stations 
represent 


FY  85  FY  84 


Total  interest  Penalties  Incurred  *  $1,200,000  $828,000 

Total  Late  Payments  27,274  25,944 


*FY  86  Straight  line  Projection  is  estimated  at  $1.5  million 


Alcn;  wit;:  turnover  and  trainin',  the  Army 
joes  not  have  a  completely  automated  data  processin  ; 
system  for  processing  receivables  (bills).  Only  ii:.:ited 
portions  of  the  process  are  automated.  Out  piven  complete 
automation,  a  problem  would  still  exist  concerning  trainin  : 
and  lanpuape  barriers  in  Europe.  The  testing  of  automated 
systems  is  currently  in  effect  at  Army  satellite  commands, 
with  no  results  anticipated  in  the  immediate  future.  The 
manual  system  in  an  ape  of  technology  is  not  meeting  the 
standards  of  efficiency  because  people  do  made  mistahes. 

A  majority  of  the  foreign  nationals  and  GS-^J's  ir.  tne 
'./ashing ton  D.  C.  area  do  not  have  the  required  trainin 
for  deciphering  co.mpl ex  contracts  and  determining  what 
payments  are  due  and  how  they  should  be  paid.  [?>ef.  12] 

Current  analysis  of  the  subordinate  activities 
receiving  services  and  poods  shows  tiiat  they  are:  (1) 
ot  forwarding  receipt  information  in  the  required  five 
day  time  frame,  and  (2)  causing  delays  due  to  a  inch  of 
concern.  In  addition,  subordinate  activities  who  am 
not  directly  responsible  for  the  payment  process  but 
perform  a  critical  function  of  certification  of  recti  "t 
of  material  or  service  are  not  penal  ice  j  in  any  tanner 


tnoir  certi: ication  l. 


e  or  r.Ov,  or  even  royort . 
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all.  '.JIio  ia  responsible?  There  is  an  unclear  designation 
of  responsibility  withir.  tne  chain  of  co:::;anj  a  si. illustra¬ 
tively .  [Ref.  12] 

Another  point  of  major  concern  involving 
efficiency  is  that  during  FY  35  the  Department  of  the 
Army  made  99. 4'*  of  its  54.3  million  in  payments  on  time 
and  avoided  interest  payments.  However,  the  cost  that 
must  be  incurred  to  reach  1005  may  not  be  cost  beneficial. 
In  this  situation  considerations  must  be  yiver.  to  the 
point  of  diminishing  returns.  Achievin',;  100">  efficiency 
may  not  be  cost  effective  depending  on  the  amount  of 
incremental  labor  and  efforts  required  to  product  the 
1005.  But  regardless  of  the  percentage,  hi  million  is  s 
larye  sum  of  money. 


Some  of  the  major  initiatives  the  Army  is 
taking  to  correct  the  current  situation  are: 


a.  Automate  its  processing  system  before  FY  37 


o.  iJrse  increased  awareness,  effort,  and  efficiency 


Clarify  Army  procedures  and  responsibilities  of 
localized  payments  for  subordinate  offices 
supoortin;  remote  activities.  (Ref.  12). 


(2)  Air  Force  Performance.  The  Air  Force 
was  actively  involved  in  cash  man  a  ;er.:er.t  for  .any  years 
before  the  Prompt  Payment  Act.  As  a  result,  the  css.- 
mans  ;ement  issues  and  policies  evolvin'  fro...  ie^islatio., 
were  ados  ted  without  major  or  -rastic  chan  yea  in  operatic 
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such  ::  automation  or  reorganization.  3o..,e  of  toe  initi¬ 
atives  wrier,  ha  a  been  taher.  before  1  932  are: 

a .  A  policy  of  pay  in  j  coot  effective  discounts  detsrmi 
by  a  Treasury  formula  'was  adopted. 

b .  dead quarters  centralized  collection  assistance  for 
delinquent  accounts  receivables. 

c.  Established  requirements  for  unannounced  quarterly 
verification  of  caan  ir.  the  hands  of  apents,  impres 
fund  casniers,  ar.d  c.ianpe  funds  where  aoulicabie. 
[ref.  13] 

"liter  the  Prompt  Payment  Act  tr.e  Air  force 
interest  expense  (TAbLI  3)  was  the  lowest  amen;  the  arms., 
services.  In  FY  33  tiie  Air  Force  made  up  only  7’  of  the 
total  interest  paid  by  DOD.  During  FY  34  ar.d  FY  35,  the 
Air  Force's  percentages  were  5.13  and  7.45  respectively. 
Although  low,  these  figures  are  not  in  compliance  with 
the  pools  of  Ohs  of  zero  percent  for  early  and  late 
payments.  The  interest  expense  paid  was  Jue  to:  (1)  Air 
Force  Accountin';  and  Finance  Office  administrative  error, 
(2)  vendors  resisting  delayed  payment  procedures,  (3) 
failures  to  ;et  contractual  and  receivin;  docui.'.ento  to 
the  Accountin';  and  Finance  Office  or.  time,  an:  (4)  proeel 
and  policy  changes  caused  cy  hi  ::ier  directives.  [  P.ef . 

14] 
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TABLE  3 


VALUE  OP  INTEREST  PENALTIES  IN  DOD  FY  83  -  FY  85 


FY  83 
DOO 


Value  of  Interest  Penalties  Percentage 

$2,019,000  100  % 


Air  Force 

141,000 

7  % 

Army 

267,000 

13.2  % 

Navy 

1,531,000 

75  % 

FY  84 

DOO 

$4,057,000 

100  % 

Air  Force 

208,000 

5.7  « 

Army 

828,000 

20.4  % 

Navy 

2,848,000 

70.2  « 

FY  85 

DOO 

$3,608,000 

100  « 

Air  Force 

266,000 

7.4  % 

Army 

1,199,000 

33.2  » 

Navy 

1,778,000 

49.3  % 

•Other  agencies  within  DOD  accounted  for  the 
percentages  and  total  amount. 

remaining  ‘ 

[Refs.  12,  13,  14] 


TABLE  4 


ARMY  DEBT  BY  CATEGORY 
( $MILLION) 


SEP  84 

SEP  85 

INC/  (DEi 

OSAR 

$  49 

$  49 

$  0 

NAF 

IS 

2 

(13) 

MEDICAL 

15 

8 

(7) 

COUPONS 

6 

5 

(1) 

CONTR 

6 

6 

0 

PVT  AGY 

4 

4 

0 

FAMILY  BS 

4 

3 

(1) 

FOREIGN 

4 

4 

0 

MI  SC 

6 

3 

(3) 

Subtotal 

$111 

$ai 

$(25) 

NEW  DEBT  (AFTER 

INTEREST 

SEP  84) 

$  0 

$  9 

$  9 

REFOR/MFR 

0 

7 

7 

CUPON  CON 

0 

3 

3 

MIS  RCPTS 

0 

5 

5 

MI  SC 

0 

1 

1 

Subtotal 

0 

25 

25 

ToTal 

$111 

$1121 

$  DL 

[Ref.  18] 
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indicate  that  the  Davy  possess 


OI  tne  so: 


expense  paid  by  DOO  ci'urin.j  ?Y  33  ,  73.2  i  durin  *  FY  3d ,  a  r.  u 
49.37  durin j  FY  35.  The  positive  aspect  is  that  sue  navy 
is  yettiny  better.  The  Davy  progressed  slowly  in  its 
initiative  to  adapt  and  per f or;:’,  in  the  area  of  cash 


management . 


3'orlan-  within  an  environment  dominated  by 


ships  which  remain  at  sea  for  Ion. 3  periods,  cash  mans y  o...an 
and  follow-on  initiatives  have  not  received  the  priority 
required  in  past  years.  The  focus  was  directed  totally 
to  supporting  the  fleet  and  petting  the  ships  underway. 

As  a  result,  activities  such  as  the  Fleet  Accounting  and 
Disbursing  Center,  Pacific  (FAADCPAC,  San  Dispa,  CA)  nave 
failed  to  keep  pace  with  the  growth  and  operatin’,  tempo 
affectin’  its  fleet  and  shore  activities,  which  are 
supported.  In  an  attempt  to  eaten  up  with  technology  and 
the  fleet  through  automation,  FAADCPAC  became  a  leader  in. 
pay  in  j  interest  expense  (which  durin y  one  reportin', 
period  exceeded  S93 , 300)  prompt  in  ;  changes  in  leadership 
at  the  activity  ana  yaininy  inersasin  ;  attention  fro;:, 
ni  hi  er  echelons .  The  i earn  in  y  curve  was  expensive,  out 
to  iay  FAADCPAC  through  au  to:.:at  i  on  has  reiucei  interest 
payments  to  3100.  [ Defs.  15,  1 j] 

The  ...ay or  causes  of  the  'levy's  interest 
s::  sense  arc  delays  in  tne  pay  in  ;  office's  receipt  of 


mm 


iwiviw 


receiving  reports  and  purchase  orders  (contracts)  and 
delays  caused  by  the  processing  within  the  paying  office. 
The  following  major  initiatives  have  been  taken  to  reduce 
interest  expense  with  favorable  results: 

a.  Automated  invoice  tracking  systems  were  established 
at  all  major  bill-paying  activities,  enabling 
invoices  to  be  properly  scheduled  for  payment  ir. 
accordance  with  the  Prompt  Payment  Act  ana  cash 
management  guidelines. 


$ 

i 


Management  attention  was  intensified  at  major  claimant; 
having  activities  with  high  interest  expense. 

MAVCOiiPT  intensified  its  scheduling  of  Prompt  Payment 
performance  monitoring,  monthly  reporting  to  Havy-wide 
commands,  and  became  involved  with  specific  activities 
responsible  for  high  interest  penalties. 


d.  Major  enhancements  were  made  to  computer  hardware 
and  ADP  systems  at  two  of  the  largest  bill-paying 
activities.  (This  alleviated  long  standing  backlogs 
and  ensured  improved  future  processing). 


The  automated  Mavy  Interest  Payment  System  (MIPS) 
was  refined  and  expanded  to  gather  and  array  Mavy-wide 
interest  data. 

As  personnel  gained  experience  and  began 


jj 

*• 


understanding  and  applying  the  technology,  the  Mavy  oe_,an 
co  i. .prove  as  indicated  oy  FY  35  results  ir,  interest 
exoer.se.  There  is  a  ootentiai  for  even  better  results  in 


FY  35  as  the  Mavy  finally  takes  its  place  among  the 
slices  ir.  the  area  of  cash  management.  [Ref.  46] 


The  Debt  Collection  Act  of  1)32  allowed  f  a  Jo  ml 
agencies  to  report  delinquent  accounts  to  private  credit 
bureaus.  This  would  ;  ive  tne  agencies  the  tools  t.-.oy 


nee jea  so  ..ia«;e  federal  debt  collection  effective  and 
efficient.  The  three  objectives  for  this  initiative 
are: 

a.  To  have  availaole  for  the  first  time  both  the  Federal 
Government  and  private  sector  credit  history  when 
evaluating  the  credit  worthiness  and  financial 
reliability  of  applicants  requesting  federal 
assistance. 

b.  To  provide  as. incentive  to  delinquent  debtors  to 
repay  their  government  debt  in  a  more  timely  manner 
by  establishing  a  reporting  process  that  could 
affect  their  credit  rating'  and  future  ability  to 
borrow.  [Ref.  171 

'.Jithin  DOD,  the  two  issues  which  warranted  most 
attention  under  the  Debt  Collection  Act  were:  (1) 

Delinquent  public  receivables  and  (2)  Out-of-service 
Accounts  Receivables  (OSAR). 

’Jith  respect  to  OSARs,  the  emphasis  is  on  consumer 
related  debts  and  the  ability  of  the  services  to  collect 
tiie  deots.  These  debts  are  not  contractor  related,  out 
personal  debts  of  individuals.  Collections  fro:,,  contractor 
are  a  result  of  managerial  pressures  and  performance 
rather  than  the  affect  of  the  Debt  Collection  Act. 

Vithin  ODD,  the  services  are  primarily  concerned  with 
OSAR  debts  which  are  directly  affected  by  the  Debt  Collect! 
Act.  [Ref.  i:] 

The  consumer  aspect  of  the  03 A 7.  is  in  two  areas : 

(1)  debts  owes  by  members  currently  drawing  pay  (called 
an  in-service  debt),  and  (2)  debts  owed  by  memoers 


wno  are  no  longer  in  an  active  duty  status  drawing  pay 
(cabled  out-of-service  debts).  Tnese  two  areas  encompass 
active  duty,  retired,  reserve,  and  civilian  personnel. 
[Ref.  193 

In-service  debts  are  trivial  when  compared  to 
out-of-service  debts.  A  majority  of  in-service  deots  are 
caus,ed  by  miscalculations  of  pay  whicn  are  subject  to 
reconciliations  during  tne  following  pay  period.  Ail 
services  experience  some  forms  of  adjustments  to  member's 
pay  during  each  month.  Occasionally,  overpayment  results 
tnat  may  go  unnoticed  for  montns  oefore  Deing  discovered. 
This  occurs  in  the  Army's  and  Navy's  records  processing 
and  tne  Air  Force's  JUMPS.  Normally,  reconciliations  are 
easily  performed  witnout  the  member's  consent  or  cornpxaint 

Tne  out'-of-service  debt  is  not  subject  to  as  mucn 
manipulation.  Within  DOD  it  is  the  focus  of  tne  Deo t 

_ _ ection  Act.  The  main  cause  of  the  out-of-service 

deDt  is  tne  unplanned  separation  of  military  memoers  from 
service  for  various  reasons  ( human  1  tar y ,  unsatisfac tory 
per forrnance ,  discipline,  drug  or  aiconol  aouse,  fraud, 
parentnood,  or  pregnancy).  In  situations  where  a  memoer 
nas  received  a  oonus  or  nas  excess  leave  in  a  is  record,  cn 
amounts  fan  into  tne  OSAR  category.  OSAR  is  a.oo  affecte 
oy  advance  pay,  improperly  paid  entitlements,  and  ^ost  of 
equipment  under  custody  of  an  individual  wno  nas  separatee 


from  one  service.  Tne  excess  leave  and  conus  are  nominal 
when  applied  to  an  individual,  out  measured  our.  over  me 
coral  population  of  me  service  me  amount  is  excessive 
and  warrants  me  attention  of  senior  officials  and  Congre 
That  is  one  the  initiatives  of  the  Deot  Collection  Act. 
£ach  branch  of  the  service  has  a  different  system  of 
accounting  but  eacn  faces  me  same  problems  of  out-of- 
service  debts.  [Ref.  13] 

There,  are  different  approaches  in  analyzing  me 
concept  of  OSAR.  Tne  Deot  Collection  Act  provides  a 
series  of  steps  for  out-of-service  deot  collection  witn  a 
write-off  being  tne  final  soxution  if  tne  process  faiis. 
Tne  out-of-service  deot  collection  process  nas  eleven  ste 

a.  Identify  the  debt. 

o.  iistabxish  the  locale  of  the  deDtor. 

c.  Progressively  stronger  demand  letters  ( tnree 
eacn ) 

d.  Interest,  administrative,  and  penalty  marges 
computed . 

e.  Reouttais  and  administrative  review. 

f.  Tne  waiver  process 

g.  Administrative  offset. 

h.  Credit  reporting  process. 

i.  Credit  collection  process. 

j.  Referral  to  Just.ce. 
rC .  V.'ri te-off  process. 


Tnese  steps  are  performed  in  a  manner  of  due 
process  do  ensure  ail  reasonaoie  effort  is  made  do  collect 
a  deDt  prior  to  initiating  a  write-off  of  the  accound. 

[Hex'.  20] 

a.  Army's  Performance 

Among  the  services,  dine  Army  seems  do  perform 
more  effecoive  in  complying  widh  dhe  Dead  Collection  Aco, 
in  spide  of  Senador  Proxmire's  Goiden  Fleece  award  wnicn 
was  given  do  dne  Army  for  dhe  mondh  of  March  1936  (dne 
award  is  given  do  dhe  agency  wnich  does  dne  worsd  job  of 
coiiecding  out-of-service  debo  for  a  given  month).  The 
Army's  main  frame  computer  has  OSAR  files  already  established 
wnich  allow  tne  Army  to  respond  to  requirements  posed  oy 
the  Deot  Collection  Act,  wnereas  other  services  must 
first  develop  the  capability.  Table  4  shows  tne  complete 
breakdown  of  the  Army's  receivable  deDts,  witn  OSAR  being 
tne  leading  category  for  FY  34  and  FY  dp  witn  a  349 
million  deot  (tne  differences  among  tne  services  occur 
nere  because  tne  Air  Force  nas  contractors  as  its  major 
deot  and  tne  Navy  nas  foreign  dead  as  tneir  leading 
category)  bud  eacn  service  nas  a  significant  OSAR  deot. 

TA3LS  6  is  a  dedaixed  analysis  of  OSAR.  Bonuses  and  ear- y 
separations  are  major  contributors  to  out-of-service 
deot.  [Ref.  20] 
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TABLE  5 

DETAILED  OSAR  ANALYSIS 
{ $ MILLION) 


.FY  85 

FY  84 

INC/ (DEC) 

Bonus 

$24 

$24 

$  0 

Eacly  sep 

14 

13 

(1) 

Excess  lv 

3 

3 

0 

Ros/gpld 

3 

3 

0 

Non  Entit 

4 

5 

1 

Other 

1 

1 

0 

Total  OSAR 

$42 

$ia 

$  Q. 

Total  OSAR 


TABLE  o  is  a  detailed  Army  projection  of  a  B  1  7  mi.* ion 
reduction  for  FY  do  due  to  rsferaoies  oem’,  passed  to  tae 
Justice  department,  collection  agencies  assistance,  and 
otner  deots  becoming  noncurrent.  Because  of  its  expediency 
in  adjusting  to  tne  requirements  of  tne  Deot  Coi. action 
Act  witn  automation,  tne  Army  has  focused  management 
attention  on  initiatives  towards  not  omy  reducing  tne 
deot  out  aiso  estaoiisning  means  of  deot  avoidance. 

Under  OSAR,  tne  Army  is  performing  a  oetter  joo  of  screening 
personnel  for  outstanding  debts  prior  to  separation: 
is  doing  a  better  job  of  tracking  eany  separation  payments; 
is  profiling  oonus  deDtors;  and  is  reducing  wnere  appucao.e 
advance  leave  status  for  it  members.  [Ref.  20] 
o.  Air  Force  Performance 

Tne  Air  Force's  largest  debt  category  is 
contractual  deots,  with  OSAR  at  Old  million.  (TABLE  7). 

Tne  Air  Force  currently  does  not  possess  any  automation 
to  address  tne  requ irements  of  tne  Debt  Collection  Act. 

A  dgotem  is  expected  to  oe  operational  by  Septemoer  i'jdb. 

Tne  proposed  system  win  possess  tne  capability  to  interface 
witn  an  accounting  and  finance  system,  in  addition  to  an 
otner  delinquent  accounts.  The  lack  of  automation  has 
forced  tne  Air  Force  to  focus  its  attention  on  deot 
prevention,  wmcn  nas  oeen  successful  in  minimizing  new 
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TABLE  6 


ARMY  DEBT  PROJECTIONS 


Detailed  OSAR  Analysis 
($Million) 


SEP  84 


Bonus  $24 

Early  sep  14 

Excess  lv  3 

Ros/gpld  3 

Non  Entit  4 

Others  1 

I 

•  *Less:  new  0 

Referrals 
Total  OSAR 


MAR  86 
$24 
13 
3 
3 
5 
1 

(17) 

$22 


♦Referrals  (incr  after  SEP  84) 


Justice  dept  $1 

Coll  agy  0 

Non  cur  8 

Total  Refer  $2. 


$  5 
6 
15 


INC/ (DEC) 
$  0 
(1) 

0 

0 

1 

0 

(17) 

Stl7) 


$  4 
6 
7 

$12 


I  Ref.  18] 
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TABLE  7 


air  force  schedule  of  total  delinquencies 


Out-of-service  debt 

$  18,234,358.83 

Payroll  overpayments 

1,802,164.60 

Contractual  debts 

69,525,486,24 

Foreign  governments 

876.46 

Industrial/stock  fund 

12,659,137.59 

Freight  claims 

Other  (information  not  available 

421,096.81 

at  AFAFC) 

12,942,037.17 

Total  delinquencies 

S115.942.037.17 

[Ref.  44] 
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..-.ts.  3ut  until  tneir  automation  catenas  up,  tne 
Force  will  faii  snort  in  complying  witn  tne  provisions  oi' 
tne  Debt  Collection  Act.  [Ref.  21] 
c.  Tne  Navy  Performance 

Tne  Wavy  automated  system,  like  tne  Air 
Force's,  has  oeen  overwneimed  .oy  tne  requirements  of  tne 
Debt  Collection  Act.  Tne  Navy  nas  an  automated  system 
out  it  lacks  tne  capaoiiity  to  interface  ana  suomit  data 
to  the  OSAR  collection  process  (  e.g.,  tne  system  lacics 
tne  capaoiiity  to  initiate  referrals  to  collection 
agencies  or  carry  out  the  delivery  of  three  deot  letters). 
The  Navy  is  seeking  additional  software  to  provide  increased 
capaoiiity  witn  an  implementation  date  during  tne  xatter 
part  of  FY  d6.  The  Navy's  pay  system  is  more  complex 
tnan  tne  other  services  and  this  contributes  to  tne 
problem  of  implementation.  On  a  comparative  scaie,  tne 
Navy  nas  tne  furtnest  to  go  in  complying  witn  tne  required 
provisions  of  the  Debt  Collection  Act.  As  of  Hay  19do, 
an  appropriate  system  for  solving  tne  debt  collection 
problems  nas  not  been  identified.  [Ref.  16] 

C.  DOD  AND  CASH  MANAGEMENT 

On  14  November  19/7,  President  Carter  issued  a  uirective 
requiring  a  study  oe  conducted  to  examine  casn  management 
policies  and  practices  t nr oughout  tne  Executive  branch. 

Tne  study  wouxd  oe  performed  jointly  oy  ms  staff  ana  tne 


Treasury  Depar tment .  Tne  intent  of  one  scuay  was  to 
identify  areas  wnere  :nodern  oasn  management  tecnmques 
couid  be  applied  to  tne  federal  casn  flow  to  reduce 
federal  debt  requirements  and  interest  carrying  costs. 
Three  months  later,  a  General  Accounting  (GAO)  report 
stated  that  federal  agencies  were  paying  their  bins  in  a 
timeiy  manner,  out  ip  certain  cases  delays  nad  occurred 

in  others  bills  were  being  paid  earlier  than  necessary 
Both  the  GAO  report  and  the  President's  staff  report  of 
Marcn  1 97 c3  recommended  improving  contractual  agreements 
to  ensure  bills  are  paid  wnen  required,  and  not  early 
nor  late.  [Ref.  22] 

Resulting  from  tne  reports,  tne  Treasury  Department 
issued  Chapter  8000  of  Treasury  Fiscal  Requirements 
Manual  (I-TFRM  6-3000)  entitled  Cash  Management.  Tne 
desired  goal  was  to  maximize  the  casn  oalance  avanao.e 
to  the  Treasury  and  to  prevent  unnecessary  oorrowir.g. 

After  the  publication  of  the  cnapter,  DOD  initiatea  a 
study  to  evaluate  the  armed  services  casn  management 
programs.  Among  tne  services  tne  performances  varied, 
wuac  proceeded  afterwards  was  a  series  of  Congressional 
Acts  with  an  underlying  intention  of  improving  casn 
management.  (Ref.  22] 
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A  .non  3  economises  and  .Legislators  ,  one  majority  agree 
tnat  current  oudgec  trends  are  not  sustainaoie  and  that 
federal  spending  and  tne  deficit  are  out  of  control. 

During  FY  85,  statistics  snow  revenues  for  tne  Federal 
Government  increased  oy  367.5  billion.  Tnis  amount  was 
exceeded  oy  tne  growtn  in  federal  outlays  of  $94  oinion, 
tne  largest  one-year  increase  in  American  mstory. 

Tne  deficit  during  FY  85  grew  from  $135.3  oinion  to  $211.1 
oillion.  TA8LG  3  snows  tnat  oetween  FY  53  and  FY  85  Federa 
spending  expanded  from  $111.3  bixiion  to  3946  bixxion. 

Tnis  growth  represented  a  1441  increase  over  tne  base 
year.  Furtner  analysis  reveai  tnat  tne  federal  outlay 
share  of  tne  Gross  National  Produc t  (GNP )  followed  tne 
g-owtn  in  tne  federal  budget.  Tne  FY  85  outlay  of  3734 
bixiion  represented  24.71  of  G.'JP  wnicn  was  far  aoove  tne 
21 J  average.  As  a  result,  the  FY  85  budget  deficit 
of  3211.9  oinion  was  approximately  5.55  of  GNP.  Tne 
growth  in  federal  spending  is  tne  major  cause  of  tne 
current  deficit.  [Ref.  23] 

Congress  is  designated  tne  guardian  of  tne  Treasury's 
purse.  Jut  during  tne  past  few  years,  Congress's  centra; 
nas  seen  graveiy  weakened  due  to  deenne  in  interdependence 
among  agencies,  committees,  and  related  programs. 


TABLE  8 


FEDERAL  BUDGET  AND  THE  GROSS  NATIONAL  PRODUCT,  SELECTED  YEARS 

(SBILLIONS) 


Year 

Budget 

Receipts 

Outlays 

Deficit/ Surplus 

Amount 

Percent 
of  GNP 

Amount 

Percent 
of  GNP 

Amount 

Percent 
of  GNP 

1963 

$106.6 

14.4 

$111.3 

19.3 

$4.7 

1.0 

1968 

153.0 

18.4 

178.1 

21.4 

-25.2 

3.0 

197.3 

230.8 

18.4 

245.7 

19.6 

-14.9 

1.2 

1978 

399.7 

19.1 

458.7 

21.9 

-59.0 

2.8 

1980 

517.1 

20.1 

590.9 

22.9 

-73.8 

2.9 

1981 

599.3 

20,8 

678.2 

23.5 

-78.9 

2.7 

1982 

617.8 

20.3 

745.7 

24.5 

-127.9 

4.2 

1983 

600.6 

18.6 

808.3 

25.1 

-207.8 

6.4 

1984 

666.5 

18.6 

851.8 

23.8 

-185.3 

5.2 

1985 

734.0 

19.1 

945.9 

24.7 

-211.9 

5.5 

[Ref.  44] 
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independence  of  tne  authorizing  committees  ana 


i 

i 

I 

i 

j 

I 


appropriation  auoco.nr.:i t tees  enaoied  eacn  to  conduct 
its  business  with  little  regard  for  tne  spending  intentio 
of  tne  otner.  Since  eacn  committee  and  suocommittee 
worked  for  oudget  increases  in  programs  under  its  juris¬ 
diction,  committees  nad  even  less  incentive  to  work  in  an 
cooperative  manner.  _ Congress  nas  sought  to  "snore  up" 
its  guardianship  by  imposing  oudget  committee  contra,  ov 
appropr  iat  ions .  Tne  act  omy  placed  suocommi  ttees  in  a 
position  wnere  requests  are  submitted  at  an  amount  oeyond 
a  required  amount,  to  allow  for  cuts  by  budget  committees 
at  tne  next  congressional  ievei.  It  seems  that  everyone 
in  congress  nas  become  a  strategist  for  spending.  With 
the  increased  emphasis  on  the  federal  debt,  tne  new  buss 
word  nas  oecome  deficit  reduction.  [Ref.  2d] 


2.  SUMMARY 

Tne  cash  management  concept  evolved  during  tne  ly/'J's 
Increase  emphasis  resulted  as  tne  deficit  and  puoiio 
interest  increased.  Congress  and  tne  administration  in 
power  assumed  major  ro.es  in  changing  procedures,  regu¬ 
lations,  and  .awo  governing  and  affecting  cash  management 
Tne  philosophy  of  casn  management  nas  shifted  from  a 
measure  of  efficiency  to  a  means  of  reducing  tne  deficit. 
Tne  Sect  Collection  and  Prompt  Payment  Acts,  Reform,  do.  a 
s .  m.  Liar  .eg.3iat.on  are  initiatives  tnat  were  oesi  ,nes  to 


improve  efficiency  and  not  to  address  tne  issue  of  deficit 


reduction.  3ut  witn  tne  Deficit  Reduction  Act,  tne 
empnasis  nas  snifted  to  deficit  reduction.  Within  DOD, 
tne  performance  of  tne  services  vary  according  to  wnat 
legislation  is  discussed.  Overall,  the  performance 
tnus  far  is  encouraging;  but  deficiencies  stiil  exist  when 
discussing  the  two  major  pieces  of  legislation:  Tne  Prompt 

Payment  Act  and  The  Debt  Collection  Act. 
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i.  1  i  • 


Deficit,  Reduction  Act  of  1934  - 


Tne  Deficit.  Reduction  Acc  represented  a  preliminary 
metnoa  oy  Congress  to  reduce  the  federal  debt  througn 
improved  cnanges  in  collection  and  deposit  procedures 
tnat  increase  tne  availability  of  nontax  funds  to  the 
Treasury.  As  witn  any  major  iegisiation,  many  nours  or 
even  years  will  be  spent  on  its  interprets tion  oefore 
any  formal  implementation ,  and  opinions  will  differ. 

This  cnapter  wiix  address  some  of  tne  key  provisions  of  tn 
Deficit  Seduction  Act  and  its  interpretation  by  the 
Department  of  tne  Treasury.  In  particular,  the  focus 
win  oe  on  an  examination  and  review  of  that  portion  of 
the  act  entitled  Collection  and  Deposit  of  Payments  to 
Executive  Agencies.  [Ref.  6] 


A.  BACKGROUND 

Tne  Deficit  Reduction  Act  was  enacted  in  1934  to  mane 
cnanges  to  the  tax  iaws  and  to  produce  otner  management 
improvements  to  reduce  tne  deficit.  [Ref.  6].  The  Senate 
Committee  on  Finance  originated  tne  bill  and  tne  language 
for  tne  Deficit  Reauction  Act.  A  series  of  tne  most 
significant  events  leading  to  tne  Act  wnicn  occurrei  are 
iisted  m  Appendix  A. 


In  tne  House  of  Representatives  one  House  Committee 
on  Ways  and  ileans  completed  its  actions  on  23  June  1934. 
The  Tax  and  Spending  provisions  of  H.  R.  4170  were  passed 
on  29  June  1934. 

The  Deficit  Reduction  Act  was  signed  as  Puoiic  Law 
98—369  on  18  July  1984  [Ref.  4].  The  Deficit  Reduction 
Act  was  divided  into. Divisions  A  (Tax  Reform  Act  of  1984 
(Titles  i-X)  and  Division  3  (Spending  Reduction  Act  of 
1934.  [Ref.  6], 

3.  PROVISIONS  OF  PUBLIC  LAW  93-369 

Under  legislation  in  effect  before  1984,  federal  agenc 
were  allowed  to  collect  nontax  deDts  in  a  variety  of  ways 
witnout  any  explicit  guidance  on  cash  management.  In 
1933i  a  total  of  $55  billion  in  nontax  receipts  were 
collected  by  metnods  otner  tnan  accelerated  systems. 

This  was  one  of  many  incentives  for  tne  Deficit  Reduction 
Act.  [Ref.  6] 

Tne  Deficit  Reduction  Act  autncrized  the  Secretary  of 
the  Treasury  to  prescribe  tne  time-frame  and  tne  metnods 
oy  wnicn  federal  agencies  win  collect  and  deposit  nontax 
deots  to  tne  Treasury.  Tne  Treasury  nas  tne  sower  to 
impose  charges  for  noncodp. lance  in  an  amount  determined 
to  oe  tne  loss  to  tne  Treasury's  general  fund.  Tne 
general  fund  will  be  avaii30ie  witnout  any  fiscal  year 


*  imitations  for  tne  payment  of  expenses  incurred  in 
developing  and  carrying  ouc  improved  metnoas  for  collections 
deposits.  [Ref.  25] 

As  tne  «<ey  agency,  the  Treasury  now  nas  tne  autnonty 
to  perform  and  affect  casn  management  tnroughout  tne 
Federal  Government.  Given  its  role  and  functions,  the 
Treasury  has  tne  Congressional  support  wnich  allows  it  to 
perform  a  better  job  of  cash  management,  besides  tnese 
other  major  functions: 

a.  Acts  as  tne  government's  treasurer  and  is  responsible 
for  tne  government's  cash  management  policy  and 
procedures . 

b.  Provide  services  in  support  of  the  management  of 
the  public  debt. 

c.  Acts  as  tne  government's  oanwer  for  tne  collection 
and  disbursement  of  funds. 

d.  Maintains  a  system  of  central  accounting  and  reporting 
to  provide  a  consolidated  record  of  tne  government's 
financial  transactions. 

e.  Issues  instructions  on  central  accounting  and 
reporting,  payroll,  disbursing,  and  deposit 
regulations.  [Ref.  71 


1 .  Collections  and  Deposits 

Section  2652  of  Subtitle  C  ( Imoiementation  of  tne 

Grace  Commission  Recommendations)  states  tnat: 

.  .  .(a)(1)  suocnapter  1.1  of  Cnapter  37  of  titxe  31, 

United  States  code....  (a)  eacr,  ne3d  of  an  executive 
agency  (otner  tnat  an  agency  suDject  to  section  of 
tne  Act  of  May  Id,  1933  (4d  stat.  63.  cnapter  32;  1o  J. 

S.  C.  d31n;  snail,  under  sucn  regulations  as  tne  Secretary 
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of  tne  Treasury  sna-..  orescribe,  provide  for  tne  :io3:y 
deposit  of  money  by  official  and  agents  of  suer,  agency 
in  accordance  witn  section  3302,  and  for  tne  collection 
and  t.mely  deposit  of  sums  owed  to  suen  agency  oy  tne 
use  of  suen  procedures  as  withdrawals  and  a  epos  its  oy 
electronic  transfer  of  funds,  automatic  witndrawa^s 
from  accounts  at  financial  institutions,  ana  a  system 
under  wnicn  financial  institutions  receive  ana  deposit, 
on  behaxf  of  tne  executive  agency,  payments  transmitted 
to  post  office  loex  ooxes.  .  .  [Kef.  6], 

Congressional  intention  for  tms  portion  of  tne 
legislation  is  to  reduce  tne  national  deficit  througa 
government-wide  processing  of  collections  and  deposits. 
Failure  to  comply  and  make  deposits  in  a  timely  manner 
wouid  result  in  a  cost  to  the  agency.  The  Secretary  of 
tne  Treasury  is  responsible  for  prescribing  and  assisting 
agencies  in  implementing  tne  latest  transfer  metnoas 
avaiiaoie  for  tne  collection  and  tne  timeiy  deposit  of 
receipts.  Eacn  agency  is  responsible  for  reviewing  its 
casn  receipts  processes  and  ensuring  that  formal  procedure 
are  aocunented  wnicn  provide  for  tne  prompt  and  continuing 
action  to  collect  nontax  receivaoies.  [Kef.  26] 

DOG  nas  not  performed  weii  in  collecting  deots. 
However,  focusing  attention  on  tne  value  of  tnose  receives 
cs.iected  (Tne  Army  and  Air  Force  collected  a  combines 
to ta x  of  6736 . 3  miixion  in  FY  64  and  3912.9  mixiion  m  r Y 
d5)  ana  deposited  w;i.  resuxt  *n  xess  sorrowing  oy  tne 
Treasury  and  anew  for  an  accumulation  of  interest  income 
tnreugn  investment.  Tne  Treasury  has  various  netnods  ana 


discussed  in  -lae  next  sec  t i on .  [ rtef .  21] 
a.  Coiiection  Mecnanisms 

Any  agency  working  with  tne  Department  of  tne 
Treasury  wixl  determine  tne  most  cost  effective  mec nanism 
for  collecting  funds.  The  oojective  is  to  develop  a  syste 
capaoie  of  expediting  credit  and  ennancing  tne  avaiiadixit 
of  funds  to  tne  Department  of  the  Treasury.  A  thorougn 
review  and  anaiysis  will  oe  accomplisned  to  determine  tne 
extent  of  tne  current  collection  and  deposit  system.  if 
improvements  are  required,  a  system  is  cnosen  wnicn 
demonstrates  tne  most  efficiency  and  effectiveness  at 
minimum  costs.  The  simplest  metnod  of  collection  would 
be  for  the  payee  to  deliver  the  funds  to  the  agency  or  a 
representative,  [tfef.  26] 

Tne  Treasury,  througn  research  and  analysis, 
nas  developed  alternative  systems  for  collections.  Tne 
systems  involve  execcronic  transfers  wmch  oypass  tne 
nanaiing  of  monies.  A  system  determined  to  oe  cost 
effective  is  normally  implemented.  3ut  oefore  any  imple¬ 
mentation,  a  tnorougn  study  is  conducted  wnicn  includes  an 
examination  of  costs  associated  witn  personnel,  system 
procurement .  equ.pment,  and  system  maintenance.  _f  cos: 
effective,  the  agency  and  tne  Treasury's  financial  .uanj.am 
service  (FMS)  wi..  require  funding.  Tne  financial  .-Ian  a  gem 


Service's  input  is  essential  to  tne  decision  process  due 
to  tne  service  oversignt  and  controls  at  tne  nations, 
levs..  Tne  approval  autnority  fro.ii  tne  Financial  Manage.nen 
Service  is  required  wnen  an  agency  plans  to  convert 
from  one  electronic  system  to  another,  estabiisnes  new 
contracts,  and  renews  old  contracts  for  collection  systems. 
[Ref.  25] 

£acn  agency  is  responsible  for  conducting  casn 
management  reviews,  and  tneir  collection  system  and 
procedures  must  oe  documented.  Periodic  analysis  snouid 
oe  an  ongoing  process  for  determining  if  areas  for  improve¬ 
ments  exist.  The  Treasury's  Financial  Management  Service 
win  perform  casn  management  reviews  and  identify  tnose 
agencies  wmcn  have  inadequate  collection  systems.  If  an 
agency  fails  to  comply  or  mawe  improvements,  tne  FMS  nas 
legislative  autnority  under  tne  Deficit  Reduction  Act  of 
1934  to  mandate  that  an  agency  implement  a  specified 
cOiiiction  system.  The  following  sections  wili  identify 
collection  systems  tnat  are  electronic  transfer  systems 
recommended  oy  tne  Treasury.  [Ref.  25] 

(1)  Locw  cox  System.  Fais  is  a  system  of 
depository  accounts  geograpnica^iy  iocated  so  tnat  receipts 
mai.ea  oy  payers  wi±i  tawe  no  more  tnat  one  say  to  reacn 


tnat  location.  Components  of  tne  current  xocwoox  network 


Citizen  ana  Southern  National  Banx 


A  t  j.  a  n  t  a  ,  Cl  A 


First  National  Banx  of  Cnicago 
Republic  Banx 
Banx  of  America 
,'leiion  Banx 


C  a  i  c  a  g  o ,  1 L 
Danas,  TX 
Los  Angeles,  CA 
Pittsourgn,  PA 


The  iocxbox  is  a  post  office  box  designates 
as  a  remittance  address  for  payments  of  an  agency  (Figure 
4).  Tne  agency  authorizes  tne  banx  access  to  tae  post 
office  box.  Tms  allows  tne  bank  to  collect  mail  from 
tne  post  office  several  times  a  day,  process  tne  cnecks, 
and  wire-transf er  tne  amount  into  tne  agency's  account. 
Receivable  cnecxs  can  oe  processed  before  tne  accounting 
function  takes  place  rather  tnan  afterwards.  Through  tnis 
metnod,  cnecxs  are  available  two  to  three  days  earlier 
tnan  normal  operations.  [Ref.  23] 

The  armed  services  nave  estaoiisned  accounts 
witn  tne  following  oanxs: 

Banx 


Banx  of  America 

Citizen  and  Boucnern  National  banx 
First  National  Bank  of  Cnicago 


N  a  v  y 
Army 

Air  Force 


Besides  tne  Treasury's  approval,  agencies  requesting  a 
Treasury  automated  iocxbox  system  must  perform  3  mai_ 


c  u.ec'uion  study  and  a  review  of  administrative  saving, 
fne  requeue,  must  ae  formally  suomitted.  Tne  xos:  important 
oenefit  of  this  type  of  system  is  tnat  tne  system  accelerates 
tne  collection  of  payments.  [Ref.  2 9J 

(2)  Treasury  General  Account  Cash  Concentration 
System.  Tne  casn  concentration  system,  wmen  links  a 
network  of  commerc la j.  aepositones  when  an  agency,  maxes 
deposits  to  a  central  concentrator  bank  tnrough  tne 
automated  clearinghouse  system.  Tnis  system  services  the 
Treasury's  general  account.  As  a  result,  the  funds  are 
transferred  into  the  Department  of  tne  Treasury  tnrough  a 
wire  transfer.  (Figure  5).  Each  day  tne  Treasury  general 
account  depositories  report  an  funds  wnicn  nave  oeen 
deposited  by  agencies  that  day  to  a  bank  data  service 
facility.  The  data  service  facility  conoines  the  information 
reported  by  ail  depositories  and  generates  a  transaction 
file.  Transfers  from  tne  local  depositories  to  the 
concentrator  oanxs  are  made  on  tne  Business  day  following 
deposit  of  the  funds.  Eacn  concentrator  bank  wire-transfers 
tne  total  Treasury  general  account  deposits  to  tne  Treasury's 
main  account  at  tne  Federal  Reserve  ianx  in  dew  York  for 
immediate  credit.  In  general,  funds  deposited  m  .ooa* 
depositories  eacn  day  are  credited  to  tne  Treasury's 
general  account  oy  2:C0  p.m.  of  tne  following  ousiness 
day.  [Ref. 29] 

o  2 


LOCKBOX 


tn is  system,  an  individual  or  organization  can  autnorize 
one  government  to  automatically  deposit  or  witndraw  funs 
from  a  personal  or  corporate  bank  account.  Tne  funds  ar 
transferred  by  magnetic  tape  or  otner  electronic  media, 
tnrougn  commercial  depositories,  Federal  Reserve  oanks, 
and  tne  Department  of  tne  Treasury. 

Tnis  system  provides  for  the  clearing  of  deDts  and 
credits  electronically  rataer  tnan  tnrougn  a  pnys^cai 
moveinent  of  ctiecks.  (Figure  6).  Required  invoice  data 
can  be  directly  cnanneied  tnrough  the  network  oy  an 
originating  bank.  It  is  possible  to  edit  and  format  tm 
information  to  suit  tne  needs  of  tne  agency.  Suosequent 
tne  transactions  are  relayed  to  the  proper  bank  for  fund 
collection.  Once  tne  funds  have  oeen  pooled ,  the  sum, 
a^ong  witn  its  cor  respond ing  data  is  sent  to  tne  designs 
receiving  bank.  This  oa.nK  wires  tne  funds  to  tne  aporop 
agency  location  code  (ALC)  at  tne  New  Yor;<  Federal  keser 
and  transmit  tne  deposit  information  to  tne  agency.  (  .lei' 
2)). 


funds  througn  an  electronic  medium  oe tween  tne  Oessrtman 
of  tne  Treasury  and  tne  oanking  community.  since  fuses 
are  wire-transferred ,  cnec,<s  and  tne  accompanyin;  c o__ec 
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commutations  system  communications  system 


Figure  6 


t x:ae  are  completely  eii.uiaa;eJ .  and  are  avaaao.e 

on  tne  actual  payment  sate.  Tne  system  worses  in  tais 
format:  (1)  Tne  Treasury  Financial  Communication  Syste 

(TFC3)  aiiows  paying  entities  to  street  tneir  co.umercia 
oan«<s  to  cnarge  tneir  Dank  accounts  and  to  transfer 
payment  tnrougn  FECS;  (2)  to  tne  Treasury's  main  accoun 
at  tne  Federal  Reserve  Bank  of  Mew  York;  (3)  ana  tne 
Treasury  is  immediately  advises  of  tne  transfer  tnrougn 
an  electronic  link  provided  oy  the  TFCS  (Figure  o). 
[Ref.  29J 

b.  Deposits  Procedures  and  Methods 

Tne  deposits  of  funds  in  an  expedient  and 
timeiy  manner  cannot  be  overemphasised.  To  auow  for 
cost  effectiveness,  agencies  are  only  required  to  depos 
receipts  of  31,000  or  more  on  the  same  day  receiveu 
before  depositing  cutoff  time.  ./hen  tne  accumulated 
amount  is  significantly  iess ,  next  day  deposit  of  funds 
is  authorized.  In  addition,  agencies  wi.i  make  murtidr 
deposits  if  requires,  nand-carry  vice  mailing  deposits 
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Billing - >?ay:aents  terms - >naning - Processing 

)00  and  one  Deficit  Reduction  Act  focus  on  tne  processing 

pnase  of  tne  Receipt  Cash  Flow  Pipeline.  [Ref.  26] 

2 .  Cash  Management  Planmna _ and  Penalties 

The  agency  is  responsioie  for  tne  planning,  docume 

tation,  and  implementation  of  a  collection  and  deposit 

system.  The  collection  process  is  a  continuous  requiremen 

and  as  new  systems  are  developed  the  agency  is  required 

to  review  its  system  to  identify  areas  for  improvements . 

As  an  internal  control  procedure,  eacn  agency  is  encourage 

to  document  all  cash  flows  to  maintain  a  perspective  of 

tne  effectiveness  of  casn  management  witnin  tne  agency. 

The  casn  flow  documentation  tremendously  reduces  tne 

amount  of  time  devoted  to  cash  management  reviews  and  tne 

preparation  of  summary  reports. 

Tne  Treasury's  Financial  Management  Service  (FMS) 

casn  management  review  is  an  official  report  of  an  agency' 

casn  management  program.  It  will  :nai<e  recommendations 

anu  assist  in  the  implementation  if  deficiencies  exist. 

if  an  agency  fails  to  respond  to  a  series  of  notices,  a 

financial  cnarge  wiii  oe  assessed  [Ref.  25].  Section 

265 2  (Collection  and  Deposits)  states  that: 

.  .  .  Tne  Secretary  is  autnorized  to  coneot  from  an 
agency  not  complying  witn  tne  requirements  imposed  purau 
to  tne  preceding  sentence  a  cnarge  in  an  amount  tne 
Secretary  determines  to  oe  tne  cost  to  tne  genera.,  fund 
caused  oy  sucn  non-compi lance .  .  .  [Ref.  6] 


Agencies  cited  for  noncompnance  are  required 
pay  penalties  as  determined  oy  tne  Secretary  of  tne 
Treasury.  Tne  penalties  are  deducted  from  appropriated 
funds,  which  are  avaiiaoie  to  tne  agency  to  carry  out 
programs  to  which  tne  collections  are  related.  An  appeal 
process  does  exist  and  an  agency  wnicn  chooses  to  appeal 
a  charge  must  submit. tne  appeal  to  the  Commission,  Financial 
Management  Service  within  45  eaienaar  days  of  tne  date 
assigned  to  tne  Notice  of  Deficiency.  A  penalty  is  not 
paid  until  finai  judgment  is  rendered  concerning  the 
deficiency.  The  appeal  board  is  composed  of  the  Commissioner 
(Financial  Management  Services),  Assistant  Commissioner 
(Federal  Finance,  Financial  Managemen.  Service),  and  a 
temporary  casn  management  official  from  an  agency  other 
than  tne  agency  appealing.  A  decision  must  oe  rendered 
within  30  days  from  receipt  of  tne  appeal.  If  tae  fma. 
rule  favors  an  agency,  no  charge  is  assessed.  If  tne 
cnarge  stands,  appropriate  accounting  data  must  oe  suomiiteu 
to  the  Treasury  within  30  days  of  tne  final  decision. 

The  Treasury,  under  tne  Deficit  Reduction  Act,  is  authorised 
to  automatically  deoit  tne  Treasury's  account  if  an 
agency  does  not  voluntarily  pay  tne  cnarge  assessed. 

[Ref.  2 5  1 


3. 


Casn  Management  imor o vamsn  t  Fund 

Section  2632  (Collection  and  Deposits)  states  tnat: 

.  .  .  Tnere  is  estaoiisned  in  tne  Treasury  of  tne  Unitea 
States  a  revolving  fund  to  oe  Known  as  tne  "Casn  Management 
Improvement  Fund"  .  .  .  [Ref.  6] 

Tne  fund  will  support  initiatives  and  various 
improvements  programs  associated  witn  tne  development  of 
new  metnods  designed. to  improve  tne  mechanics  of  collecting 
and  depositing  of  nontax  funds  to  tne  Treasury.  In 
accordance  witn  the  law,  tne  fund  will  function  as  a 
revolving  fund.  The  Treasury  is  assigned  as  tne  Financial 
Management  Service  as  guardian  of  tne  fund.  The 
disbursement  of  funds  from  tne  account  will  be  expended 
for  tnose  projects  specifically  selected  by  a  project 
selection  and  approval  committee.  The  account  balance 
will  be  publisned  in  a  Treasury  Financial  Bulletin.  A 
fiscal  year  limitation  will  not  be  established  for  expenses 
incurred  as  a  result  of  developments  in  improved  metnods 
of  collections  and  deposits.  Tne  expenses  (incurred  m 
developing  new  procedures  and  mechanics)  and  tne  costs 
(personal  services,  the  leasing  or  purchase  of  equipment, 
and  operating  facilities)  wiii  De  financed  from  tne 
account.  Comprenens ive  reports  will  be  prepares  and 
puoiisned  oy  tne  Treasury  relating  to  current  financial 
position  and  past  transactions  affecting  tne  account. 

[Ref.  251 
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C.  3UJ1MARY 

Tne  Deficit  Reduction  Act  of  1934  is  perceived  as  a 
fo±iow-on  to  tne  Deot  Collection  Act,  whicn  emphasized 
tne  collection  of  outstanding  debts.  Tne  Deficit  Reduction 
Act  gives  tne  Treasury  autnority  to  set  policy.  Histori¬ 
cally,  tne  Treasury  has  Deen  an  advocate  of  the  casn 
management  concept  Out  unable  to  influence  other  agencies 
lo  participate.  Only  tnose  agencies  witn  similar  enthusiasm 
and  interest  adopted  and  used  the  methodology  and  literature 
provided  by  tne  Treasury  to  advance  their  Knowledge 
and  expertise  in  tne  area  of  cash  management.  The  Deficit 
Reduction  Act  requires  tnat  ail  federal  agencies  place 
increased  emphasis  and  make  improvements  in  tne  area  of 
cash  management.  As  a  leader  in  tne  field,  the  Treasury 
is  authorized  to  judge  if  an  agency  is  in  compliance  and 
autnorized  to  assess  penalties  if  an  agency  faixs  to 
participate  and  initiate  improvements.  Funding  is  avaiiao^e 
for  research,  testing,  and  the  implementation  of  new 
developments  in  the  area  of  collection  and  deposits. 
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Congress  gave  tne  Department,  of  tne  Treasury  tne 
responsibility  for  formulating  and  prescrioing  regulations 
and  methods  to  implement  the  Deficit  Reduction  Act  of 
1984.  The  Department  of  tne  Treasury  was  provided  one 
year  to  accomplish  the  task  with  a  deadline  date  of  1 
Octooer  1985.  The  Treasury  Department  responded  to  tne 
intent  of  Congressional  directive  and  puolished  tne 
Federal  guidance  on  3  September  1985.  Tne  Deficit  Reduction 
Act  requires  that  all  provisions  relating  to  Section 
2652,  Collection  and  Deposits,  be  fully  implemented  prior 
to  1  October  1986.  V/ith  tne  Treasury,  DOD  is  formulating 
its  policy  to  implement  the  Deficit  Reduction  Act.  Once 
approved,  OSD  wiii  stipulate  to  tne  services  the  requirement 
and  procedures  for  processing  tne  legislation. 

In  this  chapter  an  analysis  is  performed  on  tne 
implementation  process  of  the  Deficit  Reduction  Act. 

Although  no  formal  policy  nas  been  promulgated,  tne 
analysis  will  indicate  what  procedures  snouid  be  used  and 
tne  prooiems  tnat  .Legislation  faces  in  general.  Along 
with  tne  interpretation  process,  tne  impiementat ion  is  a 
pnase  of  the  enactment  process  tnat  is  a  factor  m  tne 
success  or  failure  of  tne  Congressional,  legislation  or 


otner  administration  reguia c ions  .  The  implementation 
process  is  a  vicai  link  to  one  intent  of  Congress  or  tne 
originator  of  a  regulation. 

Inis  chapter  also  includes  a  review  of  tne  steps  and 
finai  ruj.e  resuiting  from  the  Treasury  Department's 
compliance  with  the  Deficit  Reduction  Act.  The  roie  of 
tne  Treasury  during  implementation  and  how  it  functions 
as  tne  predominant  administrator  of  tne  Deficit  Reduction 
Act  is  discussed.  The  analysis  will  review  the  implemen¬ 
tation  process  of  similar  legislation  and  observe  tneir 
impact  on  tne  Prompt  Payment  Act  and  the  Debt  Coij.ection 
Act  of  1932.  The  issue  of  iengtn  of  time  it  taxes  oetween 
tne  passage  of  iaw  and  the  final  implementation  (or  xacx 
tnereof)  is  addressed.  Aitnougn  full  implementation  will 
not  be  in  process  before  tne  completion  of  this  researcn, 
a  ioox  at  the  preparation,  incentives,  and  problems  tnat 
tne  armed  services'  accounting  and  finance  centers  foresee 
are  of  great  concern  and  interest  and  are  discussed. 

Tne  implementation  process  for  tne  Deficit  Recuction 
Act  wixi  not  oe  easy.  but  if  implemented  witn  tne  intent 
of  Congress  and  carried  out  witnin  tne  spirit  of  tne  iaw, 
tne  results  could  be  oeneficiai.  As  tne  chosen  adminis¬ 
trator,  tne  Treasury  Department  will  provide  trie  impetus 
ana  enforcement  for  tne  success  of  the  legislation. 


7  3 


IMPLEMENTATION  Or  THE  PROMPT  PAYMENT  ACT  AND  DEBT 
COLLECTION  ACT  Or  iy32 


Before  discussing  the  initial  pnases  of  promulgating 
tne  Deficit  Seduction  Act  guidance  wi tnin  DOD ,  a  review 
of  similar  xegislation  is  presented  to  determine  if 
similarities  or  differences  exist.  This  review  should 
benefit  tne  implementation  of  tne  Deficit  Reduction  Act. 

The  Deficit  Reduction  Act  and  previous  legislations,  as 
casn  management  initiatives,  all  focus  on  a  common  goai 
of  reducing  tne  amount  of  funds  which  the  Federal  Governmen; 
nas  to  oorrow  to  pay  its  debt.  Currently,  the  focus 
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is  on  the  deficit.  it  is  also  on  each  of  tne  cash  management 
initiatives  union  will  fulfill  a  roie  in  minimizing  or 
reducing  the  aeot.  [Ref.  35] 
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Tne  implementation  of  tne  Prompt  Payment  Act  oegan 
with  the  publishing  of  0MB  Circular  No.  A-125  (Prompt 
Payment).  Circular  A-125  provided  tne  policies  and 
procedures  which  were  to  oe  used  in  paying  for  tne  purchases 
of  property  and  services  acquired  tnrougn  government 


contracts.  After  interpreting  Circular  A-125  and  tne 
intent  of  tne  law,  tne  Office  of  Assistant  Secretary  of 
Defense  ( Comptroller )  further  delineated  tnrougn  a  memorandum 


format  tne  purpose  and  requirements  of  Circular  A-125, 
ana  added  quarterly  reporting  requirements,  computations., 
rates,  and  reporting  format.  [Ref.  ID] 
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Among  the  armed  services,  each  branch  too*  a  sxigntxy 
different  approach.  3esides  tne  legislature  and  OSD 
requirements ,  tne  Navy  required  30  of  its  largest  commands 
(including  major  claimants)  to  assume  responsibility  for 
excessive  interest  payments  paid  by  subordinate  activities. 
NCF-21  (a  branch  of  the  comptroller)  records  interest 
data  taken  from  tne  files  of  the  Centralized  Expenditure 
Reimbursement  Processing  System  (CERPS).  Tne  data  extracted 
is  printed  out  in  assorted  formats.  These  documents  form 
tne  Navy  Interest  Payment  System  (NIPS).  The  NIPS  is 
reviewed  by  financial  managers  wnere  tnose  activities 
experiencing  excessive  interest  payments  are  identified. 

Tne  neadquarters  for  activities  receive  montnly  performance 
letters  requesting  prompt  remedial  action.  Along  witn 
this  report  a  •"top  40"  report  is  generated  iisting  the 
worst  Navy-wide  activity  performers  in  interest  doxiars 
paid.  This  reporting  system  in  a  competitive  environment 
creates  pressure  on  those  commands  experiencing  prooiems 
with  interest  payments  and  forces  them  to  take  initiatives 
to  improve  tneir  status.  [Ref.  303 

In  addition,  separate  reporting  requirements  were 
established  for  (1)  disbursing  activities  wmcn  pay 
contractors  with  appropriated  funds;  (2)  nor.appropr ta tec 
fund  activities;  and  (3)  the  Defense  Contract  Admims  tr  a  t  l  on 
Regions.  Tne  latter  organization  was  required  to  implement 
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sixteen  different  reports  to  assist  in  controlling  infor¬ 
mation  regarding  interest  payments.  [.Hex'.  30] 

The  Army  and  Air  Force  promulgated  directives  witn 
similar  reporting  requirements  out  without  tne  pressure 
initiative.  The  Air  Force  directives  were  more  detailed 
and  dictated  an  appropriate  approach  in  relating  changes 
to  vendors.  The  Prompt  Payment  Act  was  not  intended  for 
tne  creation  of  adversarial  relationships  witn  vendors. 
Among  tne  armed  services,  the  Air  Force  directives  and 
messages  emphasized  the  seriousness  of  maintaining  close 
relations  witn  vendors  during  the  initial  pnase  of  tne 
impiementat ion  process.  The  Air  Force  actions,  among  tne 
services,  were  tne  most  appropriate  in  the  spirit  of  tne 
Prompt  Payment  Act.  [Ref.  353 

0MB  issued  an  amendment  or  attachment  to  Circular 
A-125  to  oetter  implement  tne  requirements  of  the  Act.  Tn 
attachment  was  promulgated  in  response  to  concerns  aoout 
progress  payment  and  various  types  of  contracts  financed 
tnat  normally  is  provided  oefore  tne  actual  receipt  of 
goods  and  services.  Circular  A-1<25  failed  to  address 
this  issue.  Tne  A-125  amendment  was  issued  to  provide 
clarification  of  suc.n  questionable  issues  Wj.cn  additional 
guidance  on  tne  proper  timing  of  payment  to  contractors  an 
contract  financing  in  genera...  [Ref.  11] 


The  implementation  of  tne  Prompt  Payment  Act  w as 
not  a  difficult  tas*  for  DOD.  Tne  oniy  difficulty  rested 
with  subordinate  activities  wno  suffered  and  stin  experience 
difficulties  in  paying  bins.  The  Navy  and  tne  Air  force 
experienced  few  problems  in  implementing  tne  Act  and 
currently  both  organizations  have  been  successful  in 
achieving  the  goals.  The  Army  still  faces  problems 
because  of  non-mecnanized  functions  and  tne  location  of 
subordinate  activities.  [Ref.  36] 

in  summary,  the  implementation  of  tne  Prompt  Payment 
Act  and  its  intent  have  been  successful  from  an  overan 
standpoint.  Goals  of  zero  interest  expense  and  zero 
early  payments  are  feasible  for  DOD. 

Factors  characterizing  the  implementation  of  the 
Prompt  Payment  Act  were: 

a.  Timing  was  excellent.  The  Prompt  Payment  Act  oecame 
law  in  January  1932  and  was  fuily  implemented 
oy  Octooer  1932.  The  time  spent  interpreting  tne 
content  of  tne  iaw  was  minimized. 

o.  The  composite  of  reports  from  DOD  and  otner  federa* 
agencies  were  presented  to  Congress  by  GM3. 

c.  FY  33  was  tne  first  time  tnat  federal  agencies  were 
required  oy  iaw  to  pay  tneir  bins  on  time.  Tne 
federal  agencies  responded  oy  paying  99o  of  tneir 
oiiis  on  time.  defore  tne  Act,  30;i  of  Federal 
Government's  oi_s  were  paid  iate.  [Ref.  14] 

2 .  implementation  of  tne  Debt  Collection  Act 

Tne  DeDt  Collection  Act  was  enacted  to  improve 


the  federal  Government's 


efficiency  in  tne  collection  of 


deots  owed  to  tne  United  Spates.  Tne  improvements  would 
result  from  new  and  revised  procedures  for  tne  coiiec;;on 
of  deots  owed  the  Federal  Government  oy  individuals  anu 
industry.  Tne  Act  provided  tne  impetus  to  structure  a 
strong  set  of  procedures  that  would  effectively  reduce 
tne  number  and  amount  of  outstanding  deb  wo  t n at  o e c o m e 
uncollectible .  Additionally,  tne  Act  eliminated  the 
tnreat  of  liability  against  consumer  reporting  agencies 
and  instituted  a  more  appropriate  system  for  tne  disciosur 
of  information  to  tnose  agencies.  The  system  is  effective 
if  procedures  are  followed  judiciously.  In  the  past,  tne 
Federal  Government  couid  not  collect  general  debts  from 
an  employee  without  their  consent,  out  tne  DeDt  Cox^ection 
Act  cnanged  this  routine.  [Ref.  17] 

After  the  passage  of  the  Deot  Collection  Act  25 
October  1932,  certain  areas  of  the  law  required  clarifica¬ 
tion  .  An  amendment  to  the  Debt  Collection  Act  was  passed 
29  Novemoer  1933  wnich  clarified  tne  issue  concerning 
contracting  for  collection  services.  Tne  amendment 
provided  for  tne  contracting  of  collection  services 
without  designated  funding  for  tnis  services.  [Ref.  17] 

Tne  four  agencies  directly  involved  in  lmp-emencm 
tne  Deot  Collection  Act  were  OMG,  GAO,  Department  of 
Justice  (DOJ),  and  tne  Office  of  Personnel  Management 
(0PM).  Tnese  agencies  were  jointiy  responsioie  for 
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prescribing  trie  guidance  and  regulations  to  impl ement  sue 
Debt  Collection  Act.  GAO  got  involved  by  having  the 
authority  to  permit  write-offs  over  $20,000.  The  DOJ  was 
required  to  rule  on  cases  involving  litigation  involving 
referred  debts  and  their  collection.  0P!1  initiated 
salary  deductions  from  pay  checks.  Finally,  0M3  has  a 
historical  interest  based  on  its  investment  of  time  and 
manpower.  [Ref.  31] 

0M3  was  the  first  to  publish  guidance  in  a  memo  ran; 
which  highlighted  the  affects  on  the  Privacy  Act  ana 
disclosures.  Through  0MB  Bulletin  no.  33-21  procedures 
for  referring  information  to  consumer  reporting  agencies 
were  promulgated.  hex t ,  0M3  Circular  A-129  of  9  May  1935 
set  the  policies  and  procedures  for  the  Federal  Credit 
programs.  The  steps  in  a  credit  program  are: 

a.  Extending  Credit:  A  determination  is  made  based  on 
the  most  current  and  accurate  data  concerning  the 
financial  status  of  an  individual.  Those  individuals 
surpassing  minimum  requirements  are  extended  credit. 

b.  Establishing  an  account:  Setting  up  an  account  to 
allow  for  scheduled  repayments  and  a  synopsis  of 
procedures  associated  with  failures  to  carry  out 
obligations  under  the  terms  of  the  credit  requirements. 

c.  Collecting  delinquent  receivables:  Collection 
performed  following  prescribed  procedures  and 
regulations  that  allows  for  and  ensures  due  process. 

d.  '.'rite-offs:  Expending  from  the  records  those  account 
that  are  uncollectible  and  documenting  the  process 
followed  to  collect  receivables.  [Refs.  3 1 »  33] 
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Circular  A- 129  provuec  one  sooi  cr.::cai  mforma- 
oio n  for  processing  delinquent  accounts  tnrouga  co**e:-:or. 
agencies.  delinquent  accounts  (.tore  cnan  0100  ana  to 
involving  active  duty  me.noers  or  feaerai  employees) 
snouid  be  considered  for  referral  wnen  61  days  past 
due.  it  oecomes  mandatory  wnen  tne  payment  is  six  montrij 
overdue.  Active  duty  members  and  current  feaerai  employees' 
saxaries  are  normally  offset  if  accounts  oecome  delinquent. 

In  pursuing  delinquent  accounts  tnrough  collection  agencies, 
tne  Federal  Register  nigniignt  and  document  tne  Cxass  of 
records  wnicn  would  require  annotation.  Tnis  procedure  is 
critical  to  ensure  tnat  eacn  case  is  subjected  to  due  proce_j 
(39  day  notification,  opportunity  to  conect  ana  copy 
debt  related  records,  opportunity  to  set  repayment  scneauj.es, 
opportunity  to  nearing  an  official  decision).  Circular 
A-129  and  concurrent  publications  of  regulations  in  tne 
Federa*  Register  were  critical  procedures  in  implementing 
tne  Oeot  Coi. ection  Act.  (Refs.  31,  393 

Given  tne  guidance  from  GAO,  00J ,  and  0PM,  000 
initiated  its  pnase  of  tne  implementation  process  tarougn 
JOJ  instruction  f045. 13  of  13  Raima  146  6  (Collection  of 
.ndeotness  Due  tne  United  otates).  Tne  instruction  was 
overdue,  and  wnen  f  ma-iy  puoiisned  it  faixea  to  asoreso 
tne  critical  issues  concerning  sect  searings  and  wr.o 
wou.d  conduct  sucn  bearings.  To  ada  furtner  confusion. 
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tne  jjojecc  of  ies: 


rei'erra. :  oecween  agencies  rema  men 


ti 


jnse;:.ea.  Tne  -,jJance  fro. -a  tne  instruction  addresses 
one  issues  of  offsetting  sects  onrougn  accrues  pay  or 
retirement  pay.  [Ref.  34] 

Currently,  out-of-serv ice  deDt  is  an  issue  ano  wnat 
is  oeing  done  to  reduce  and  collect  tnem.  The  COD  instruc¬ 
tion  addressed  offset  procedures  involving  crave*  advances, 
damages  to  family  nousing  or  furnisning.  Tne  instruction 
aiso  prescrioed  tne  ineasures  of  collections  wmcn  were  to 
offset  accrued  pay  or  retirement  pay  and  monthly  lnacaiiuen 
deductions  from  memoer's  pay.  Tne  amount  of  disposaoie 
pay  to  oe  offset  is  limited  to  151  for  tnose  cases  .mere 
a  member  is  actively  employed.  .7nen  a  memoer  resigns  or 
retires  the  repayment  can  be  set  at  any  amount.  For 
an  out-of-serv ice  deot,  tne  omy  difference  is  that  tnere 
is  no  hearing.  Oppor tun i t ies  to  establish  a  repay. cent 
agreement,  to  inspect  and  copy  deot  related  records,  to 
review  decision  reiateu  to  ais  claim  and  to  oe  auv  ised  of 
intents  to  attempt  administrative  offset  are  tne  iejcort 1 
entitlements  under  the  procedures  of  due  process .  [Ref. 

32] 

Tne  dJ.i  guidance  provides  tne  initiative  and 
frameworn  for  the  implementation  of  tne  Deot  Co*. ecu  on 
Act.  Tne  nu.es,  procedures,  and  .net nous  were  iaehtif.es 
within  tne  instructions.  Tne  responsioii  i  ty  wan  passe  i 
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to  tne  services  zo  implement  tne  Debt  Conecuan  Act  in 
accordance  wi tn  DOD  instruction,  and  maxe  it  wor;<.  in 
Chapter  II,  it  was  discussed  tnat  tne  services  programs 
atixi  lacked  the  concerted  effort  to  effectively  perform 
as  the  iaw  prescribes.  The  Navy  does  not  have  a  forma a 
program  estaoiisned  for  collecting  out-of-service  deots. 

[Ref.  34  J 

3 .  Prooiems  with  Implementat ions 

The  Debt  Collection  Act  and  tne  Prompt  Payment 
Act  do  provide  insights  into  tne  implementation  process: 

a.  Tnere  is  a  time  lag  between  tne  passage  of  a  iaw  and 
its  implementation .  The  amount  of  time  is  determined 
oy  tne  complexity  of  tne  law  and  tne  intent  of 
Congress.  The  legality  of  tne  law  in  designing  a 
program  for  effective  implementation  must  be  approached 
with  concern  for  due  process. 

d.  Within  DOD,  tne  service's  implementation  depends  on 
tne  availability  of  compatible  systems.  Some  for. a 
of  automation  is  a  critical  factor. 

c.  Tnere  was  lack  of  initiative  or  incentive  on  tne  part 
of  DOD.  Tnere  must  oe  an  incentive  to  perform.  Tne 
Deot  Collection  Act  and  tne  Prompt  Payment  Act  did 
not  offer  the  opportunity  for  active  part ic i pa t ion 
oefore  inception. 

Tnere  are  many  directives  being  passed  down  witnout 
any  incentive  to  perform  well  from  tne  manager's  viewpoint. 

In  essence  tne  services  nave  nas  casn  management  forced 
on  tram  ratr.er  tnan  voluntarily  taxing  tne  initiative  to 
construct  programs  on  tne ir  own.  But  a  deficit  of  32 
trillion  and  puouc  pressure  nave  forced  feaera*.  managers 
to  react  and  congress  ionai  legisiat  j.  an  nas  resuited. 


External  pressures  have  also  originated  f rom  special 
interest  groups  and  committees  such  as  the  Grace  Cor, mission 
and  the  Reform  33  work  groups.  [Ref.  5] 

3.  ihplkmentiug  the  deficit  reductioh  act 

The  Deficit  Reduction  Act  will  be  difficult  tc  implement 
within  DOD  because  (unlike  the  Prompt  Payment  and  Debt 
Collection  Acts)  Congress  wrote  into  the  law  definitive 
dates  for  the  implementation  of  the  legislation.  In 
addition,  Congress  appointed  a  watch  dog  agency  (Department 
of  the  Treasury)  to  ensure  compliance.  [Ref.  5] 

1  .  Treasury's  Role 

Because  there  had  been  no  designated  agency  in 
the  Federal  Government,  the  Department  of  the  Treasury 
historically  has  had  absolute  expertise  in  the  area  of 
cash  management.  The  Treasury  maintained  a  division 
(Banking  and  Cash  Management)  in  the  early  1970's  that 
was  assigned  the  task  of  assisting  and  coordinating 
money  management  policies  in  the  Federal  Government, 
kith  the  Deficit  Reduction  Act,  the  Treasury  gained  the 
authority  needed  so  carry  out  its  programs  and  implement 
those  concepts  it  has  fostered  over  the  years.  Is  also 
gave  the  Treasury  the  opportunity  to  institutionalize 
cash  management .  [Ref.  6] 

The  Deficit  Reduction  Act  gave  she  Treasury  t , , 
authority  to  prescribe  the  timing  and  the  metnods  by 
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wnicn  agencies  will  co^.ecc  and  deposit,  money  to  trie 
Treasury,  and  to  impose  cnanges  for  noncompxiance  in  tne 
amount  determined  to  be  tne  loss  to  tne  general  fund. 

Monies  in  tne  fund  will  oe  available  witnout  fiscal  year 
limitation  for  the  payment  of  expenses  incurred  in  deveiopin 
and  carrying  out  improved  metnods  for  collections  and 
deposits.  [Ref.  6] 

Tne  Treasury's  oojectives  for  a  cash  management 
program  are  (1)  to  improve  liquidity  oy  encouraging  tne 
use  of  funds  instead  of  investing  in  idle  resources;  (2) 
to  improve  casn  velocity  (increasing  the  flow  at  wnicn 
collections  are  made);  (3)  to  increase  returns  on  funds 
through  investments;  and  (4)  to  improve  safety  of  funds 
oy  improving  internal  controls  and  preventing  unauthorized 
access.  These  objectives  will  be  tne  basis  for  an  approach 
to  reducing  tne  deficit.  [Ref.  29] 

The  Department  of  the  Treasury  nad  a  mandate  of  1 
October  1 9cJ 5  to  analyze  ana  interpret  the  Deficit  Reduction 
Act,  and  to  prescribe  and  formulate  regulations  and 
procedures  to  acnieve  tne  implementation  of  tne  Act 
:witnin  tne  Federal  Government  oy  1  Octooer  1  936.  The 
Treasury  viewed  this  as  an  opportunity  to  institutionalize 
casn  management  and  give  it  suostance.  wnicn  was  * ong 
overdue.  [Ref.  6  ] 


Tne  Treasury's  initial  step  was  tne  convening  of 
a  government-wide  task  force.  A  total  of  twenty  Reform 
66  agencies  were  invited  to  participate.  From  tnis 
organization ,  four  Task  Groups  were  set  up  3na  net  for 
two-tnree  weeks  each  (December  1 934-F ebruary  1935). 

The  following  actions  were  taken: 

a.  The  first  task  group  developed  a  notice  wnicn  provid 
the  proposed  rules  for  implementing  tne  Deficit 
Reduction  Act. 

b.  The  second  task  group  produced  procedures  for 
monitoring  cash  management  performance 

c.  The  third  task  group  focused  on  developing  procedure 
for  using  tne  Casn  Management  Improvement  Fund  (CHIP). 

d.  The  fourth  task  group  revised  Chapter  6-3000  (casn 
management)  of  tne  Treasury's  Financial  Manual.  Tni 
task  force's  overall  oojective  was  to  develop  tne 
regulations  for  implementing  tne  Deficit  Reduction 
Act. 

Tne  results  of  tne  task  groups  interactions  was 
tne  Fiscal  Service  31  CFR  Part  206  wnicn  was  puoiisned 
in  tne  Federal  Register  3  September  1933.  This  date  was 
in  advance  of  the  October  1935  deadline.  Tne  nigniignts 
of  tne  Finai  Ruie  are  as  follows: 

a.  Billing  is  required  witnin  five  days  of  services 

rendered,  goods  delivered,  or  payment  otherwise  due. 

o.  Financial  management  serv.ee  may  prescribe  use  of 
specific  collection  mechanisms. 

c.  Agencies  win  achieve  same  day  deposit  of  monies  wit 
o n i y  certain  exceptions. 


d.  Using  one  methodology  outlined  in  tr.e  Casn  Management 
Review  Guide,  periodic  casn  management  reviews 

wii*  be  conducted  by  agencies  to  identify  opportunity 
for  improvements . 

e.  As  a  last  resort  and  in  cases  of  noncompl iance ,  tne 
Treasury  nas  tine  autnority  to  levy  cnarges  against 
an  agency's  account  in  the  amount  determined  to  be 
tne  interest  saving  lost  due  to  noncompl iance . 

[Ref.  29] 

Tne  Second  phase  of  the  Treasury's  implementation 
of  tne  Deficit  Reduction  Act  involved  tne  development  of 
internal  procedures  for  the  Treasury.  Tne  internal 
procedures  would  establish  mecnanisms,  programs,  and 
systems  for  monitoring  the  performance  of  agencies.  Tne 
procedures  would  require  that: 

a.  Agencies  perform  cash  management  reviews  and  suomit 
cash  fiow  reports. 

o.  The  Treasury  will  use  its  casn  management  tracking 
system  to  identify  from  tne  cash  management  reviews 
initiatives  tnat  agency's  are  using  to  comply,  and 
wnere  necessary  improve  their  casn  management  program 

c.  Procedures  be  identified  for  assessing  charges  wner 
necessary,  and  formalize  an  appeal  process  for  tnos 
agencies  questioning  a  levied  charge.  [Ref.  29] 

Tne  Treasury's  third  pnase  in  implementing  tne 
Deficit  Reduction  Act  was  tne  development  of  procedures 
for  the  operation  and  funding  of  the  Casn  Management 
improvement  Fund.  Tne  Fund  (as  discussed  in  Chapter  ill, 
page  2)  was  established  to  promote  n  ;w  initiatives  ana 
innovations  in  tne  development,  of  new  or  improved  casn 
management  collection  mecnanisms  nav.ng  a  potential  for 
government-wide  applicability.  Tne  frocedures  aj.so  wou-j 

do 
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(1)  contain  agency  application  guideline;  (2)  mawe  aoio*u 
ciear  tnat  the  fund  would  oe  avaiiaoie  according  to 
cost/return  analysis  with  applicability  on  a  government-;; 
basis,  and  (3)  identify  reporting  requirements  for  those 
agencies  who  successfully  qualify  and  are  awarded  funas. 
[Ref.  29] 

The  fourtn  pnase  of  the  Treasury's  implementation 
of  the  Deficit  Reduction  Act  was  tne  rewriting  of  tne 
Casn  Management  Chapter  of  I-TFM  6-3000.  Tne  revision 
was  made  necessary  by  the  Deficit  Reduction  Act.  The 
revision  would  contain  (1)  changes  resulting  from  the 
new  xegisiation  on  the  subject  of  collection  and  deposits 

(2)  aix  updates  from  last  revision,  and  (3)  a  supplement 
co  tne  cnapter  (Cash  Management  Review  Guide). 

[Ref.  29] 

2.  The  Casn  Management  Review  Guide 

Tnis  document  wouid  be  used  Dy  agencies  and  tne 
Treasury  during  casn  management  review  visits.  Prior  so 
tnis  document,  no  instruction  nad  been  set  forth  on  now 
to  review  cash  management.  In  tne  past,  a  system  of 
triai  and  error  ana  each  agency's  own  interpretation  and 
individual  efforts  were  the  measures  of  tne  day.  Tne 
Casn  Management  Review  Guide  provides  a  step  oy  step 
procedure  for  conducting  a  cash  management  review.  Tne 


purpose  of  tne  casn  management  review  is  to  reduce  f^oat 


1 


(.nailing,  processing,  billin')  by  analyzin'  transactions 
documenting  the  cash  flow,  and  establishing  initiatives 
for  compliance  using  the  standards  contained  in  the 
review  guide.  Analyzing  all  flows  one  at  a  time  in 
accordance  with  the  standards  leads  to  compliance  with 
the  regulations.  [Ref.  373 

3.  Benefits  for  the  Treasury 
The  Treasury's  benefits  from  the  review  process  by 

using  the  data  to: 

a.  Initially  update  its  cash  flow  data  and  the 
establishment  of  a  data  base  using  the  new  data. 

b.  Improve  forecasting  thereby  reducing  its  borrowing 
needs. 

c.  Track  interest  savings. 

d.  Assist  agenc-ies  in  complying  with  the  legislation. 

e.  Share  information  with  agencies  experiencing  similar 
cash  flow  problems. 

4 .  Benefits  to  the  Agencies 

The  c 3 s h  management  review  process  benefits  the 
agencies  by: 

a.  Allows  them  to  institutionalize  cash  management  and 
get  the  maximum  for  each  budget  dollar. 

b.  Allows  eacn  agency  to  completely  review  and  analyze 
their  cash  flows  in  a  systematic  fashion  to  identify 
improvements  and  possible  interest  savings. 

c.  Provides  opportunity  to  upgrade  systems  with  state- 
of-the-art  technology .  [Ref.  293 


On  26  March  1935  the  Treasury's  management  service 
pubiisned  a  notice  of  proposed  rules  as  a  preliminary 
requi rement  no  tne  publication  of  tne  final  ruie  in  one 
Federal  Register.  The  general  public  was  given  60  days 
to  discuss  and  comment  on  the  proposed  Rule.  Twelve 
written  comments  were  received  which  prompted  a  ruling 
concerning  their  /aiue  and  appropriateness  as  cnanges  to 
the  rule.  The  Financial  Management  Service  evaluated 
all  comments  based  on  tnree  criterion:  (1)  tne  comments 
had  to  be  consistent  with  congressional  intent;  (2)  tne 
changes  must  provide  equality  for  all  agencies;  ana  (3) 
the  changes  must  amplify  and  clarify  the  Treasury's 
requirement  and  the  responsibility  of  the  agencies. 

These  discussions  contributed  immeasurably  to  tne 
structure  of  tne  Final  Ruie,  and  provided  an  avenue  for 
clarification  and  a  better  understanding  of  the  requiremen 
and  otner  questionable  areas.  The  areas  requiring  clari¬ 
fication  were: 

a.  Scope  and  application. 

o.  Definition  of  terminology. 

c.  dicing  policy  and  procedures. 

d.  Collection  mechanisms. 

e.  Collection  ana  aeposit  procedures. 

f.  Casn  management  planning  3nd  review. 
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Assessment,  of  Charges. 


*n.  Operations  and  payments  from  tne  Casn  Management 
improvement  Fund.  [  Ref.  25] 

In  a  majority  of  the  situations,  the  Treasury 
stood  oy  tneir  proposed  regulation.  Some  of  tne  highlights 
and  establisned  principles  of  the  discussion  were: 

a.  Voluntary  donations  were  not  exempted. 

b.  A  cutoff  time  Of  2:00  p.m.  was  accepted  as  tne 
financial  institution  cutoff  time  for  depositing  funds. 

c.  The  Billing  process  (wnich  was  not  written  into  tne 
language  of  the  Law,  but  the  Treasury  included  it 
because  billing  is  an  integral  part  of  tne  collection 
process  as  perceived  by  tne  Treasury).  A  five  day 
billing  cycle  was  estaolisned. 

d.  Tne  Treasury  adopted  a  policy  tnat  it  would  without 
failure  institutionalize  cash  management  within 
each  agency. 

e.  Tne  agency  is  responsible  for  evaluating  its  system 
for  cost  effectiveness,  and  if' not  satisfactory 
identify  areas  for  improvement  and  ta»<e  appropriate 
action.  [Ref.  25] 


Tne  Deficit  Reauction  Act  was  an  important  initiative 
tnat  was  welcome  and  overdue.  The  Treasury  was  receptive 
to  their  roie  as  an  admin istrator  for  tne  Act,  and  went 
aoout  tneir  business  enhancing  tneir  position  as  a  leading 
organization  m  tne  area  of  casn  management.  Tne  higmignt 
of  tne  Treasury's  function  was  tne  creation  of  a  forum 
wnere  representatives  from.  al~  federal  agencies  were 


invited  to  participate  m  discussing  tne  finai  regulation 
and  become  acquainted  witn  tne  concept  of  casn  management. 

[ Ref.  393 

Subsequent  meetings  were  heid  witn  OSD  and  represen¬ 
tatives  from  tne  armed  services  financial  community.  Tne 
consensus  among  tne  armed  services  was  tnat  the  Federal 
Register  did  not  direct  tnat  action  oe  taken,  and  tnat 
OSD  snould  provide  tne  initial  guidance  or  directive. 
Initially,  OSD  assu.ned  tne  position  tnat  its  roie  was  one 
of  coordination  of  responses  from  tne  services;  tne  armed 
services  were  to  respond  directly  to  tne  Treasury. 

This  position  cnanged  as  tne  difficulty  of  implementing  tne 
Deficit  Reduction  Act  became  a  reality.  [Ref.  393 

C.  DOD's  Role  in  the  Implementation  of  tne  Deficit 

Reduction  Act 

DOD  began  acting  on  the  legislation  based  on  tne 
requirements  listed  in  tne  Finai  Rule  of  tne  Federal 
Register  publication.  A  memorandum  was  issued  from  tne 
Office  of  tne  Deputy  Assistant  Secretary  of  tne  Defense 
( Comptroller )  on  24  Occooer  1935.  The  memorandum  announces 
tne  requirements  and  initiated  tne  start  of  tne  casn 
management  review  program.  A^x  DOD  components  wouxj 
escaoiisn  sucn  programs  in  accordance  witn  guidelines 
puoiished  by  the  Department  of  tne  Treasury.  The  most 
critical  and  controvers iai  requirement  resulting  from  a.* 
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previous  discuss  ions  centered  on  one  tasx  tr.at  all 
components  woiua  prepare  casn  flow  data  within  eacn 
organization.  Interpreted,  tnis  meant  reviewing  eacn 
receipt  and  disoursement  cash  flow,  an  infeasible  caj,; 
considering  tne  avaiiabiiity  of  time  oefore  tne  30  September 
1936  deadline.  [Ref.  40] 

Within  tne  armed  services,  tne  accounting  ana  fmanc 
centers  set  up  appropriated  offices  for  assessing  tneir 
capaoiiity  for  responding  to  tne  Assistant  Secretary's 
memorandum  and  tne  Treasury's  requirements . 


(1)  Tne  Wavy's  response  questioned  the  broad  scope 

of  tne  requirements  because  of  the  snort  time  for 
compliance.  This  question  was  prompted  at  one 
Treasury  seminar,  but  no  response  was  provided. 

Tne  Navy's  concern  presented  a  consensus  view  tnat 
tne  accounting  activity  and  the  subordinate  command 
would  be  overwhelmed  in  trying  to  perform  the 
required  task.  Tne  Navy  recommended  that  receipts 
casn  flow  oe  documented  tnis  fiscal  year  and 
disbursements  during  tne  next  year.  Tne  Navy  cnoice 
of  receipts  over  disbursements  was  attributed  to 
ongoing  initiatives  in  tne  area  of  disbursements . 

In  addition,  receipts  snouxd  be  furtner  divided  :o 
meet  the  October  1936  deadline  for  implementation. 

The  bottom  line  from  tne  Navy's  perspective  is  tnat  tneir 

casn  flows  are  too  numerous  and  complex  to  put  together  a 

report  of  any  significant  vsxue  within  tne  aixoted  timeframe 

The  neeu  for  additional  time  was  tne  essence  of  tneir 

response  to  perform  an  adequate  joo  witn  meaningful 


(2)  Tne  Air  Force's  response  requested  a  unifies 
approacn  for  -1 0 0 .  It  expressed  concern  over  tneir 
capability  to  comply  within  tne  provided  cime frame 
and  requested  tne  OASD  taxe  a  .tore  active  r o-e  m 
correlating  tne  actions  of  tne  military  services. 

The  Air  Force  requested  tnat  tne  OASD  provide 
implementing  guidance,  appropriate  format  for 
reporting,  and  tne  content  and  timing  of  reports. 

It  requested  tnat  cons ideration  be  given  to  tne 
duplication  of  efforts  un  :er  Reform  66  wnere  an 
inventory  of  cash  receipts,  disbursements  and 
noidings  oy  activity  were  reported.  Finany,  tne 
Air  Force  requested  tne  identification  of  improvemen 
initiatives  resulting  from  tnis  activity,  and 
considered  the  management  vaiue  of  cash  flow  reports 
comoared  to  tne  cost  of  producing  them.  [Refs.  21, 
35  J 

(3)  The  Army's  response  ecnoed  tne  sentiments  of  tne 
Air  Force  and  the  Navy,  tnat  tnere  was  no  way  tne 
armed  services  could  carry  out  the  implementation 
in  the  time  frame  provided.  [Refs.  35,  35] 

OASD  cnairea  another  meeting  on  12  Marcn  1906  witn  tne 
DOD  components  and  tne  Treasury  staff  personne*  partici¬ 
pating.  This  particular  meeting  centered  on  a  coordinates 
recommendation  from  tne  armed  services  that  tne  Treasury 
extend  the  due  dates  for  completing  tne  cash  fxow  reviews. 
Tnis  would  oe  difficult  oecause  tne  implementation  date 
was  mandated  oy  tne  iaw.  Discussions  were  aj.no  :ie.c  to 
develop  a  coordinated  DOD  position  on  now  to  meet  tne 
Treasury's  requirement .  [Ref.  42]  Tne  meeting  »ven;j3..y 
resulted  in  a  proposal  to  review  in  FY  Jo  four  major 
receipt  cash  f.ows  wnicn  are  centrany  managed  and  ai.ii.i- 
isterec  oy  tne  finance  centers.  Tne  proposed  cash 
wouid  oe  addressee  in  tne  following  are3s: 


<3  • 

Out-of-Serv ice 

a  e  o  t  s 

for  Military 

personnel 

o . 

Ou  t-of-serv ice 

aeots 

for  civilian 

personnel 

c . 

Military  retire 

d  pay 

aeots. 

d.  Contractor  deoti. 

Tne  Treasury's  representatives  were  receptive  to  toe 
proposal  and  indicated  tnat  tne  reviews  snouid  focus  on 
large  donar  receipt  flows  and  large  receivaoies.  Zacn 
service  is  required  to  suomit  to  OASD(C)  a  complete  i-i: 
of  receipt  cash  flows  and  estimated  dollar  vaiue.  0A3D(C) 
opted  to  draft  a  memorandum  to  tne  Treasury  requesting  a 
waiver  to  the  Casn  Management  Review  Guide  requirements . 
Tne  FY  86  review  would  be  limited  to  tne  four  casn  flows 
discussed  aoove.  [Ref.  21] 

Apart  from  tneir  original  intention,  OASD  nas  seen  an 
interactive  force  in  implementing  the  Deficit  Reduction 
Act  witnin  DGD.  Tne  implementation  has  a  few  months 
remaining  oefore  its  enactment.  Zven  with  a  proposes 
?i3n  of  action,  tne  question  still  remains  as  to  another 
tne  armed  services  possess  tne  incentive  to  implement  tne 
legislation. 

0 .  TREASURY  COMMENT  Ow  00.)  *  3  PROPOSAL 

Tne  Treasury  nas  indicated  tnau  tne  proposal  from 
000  of  usin.;s  tne  four  oasic  categories  as  tne  initial 
steps  of  implementing  tne  Deficit  Reduction  Act  may  oe 
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date  nor  one  ;'jii'x--.r.eno  of  one  cann  .nana gement  review 
process .  Tne  Casn  Management  He  view  Guide  will  oe  used 
oo  document  one  cann  receipt  fiows.  Tnrougn  tr.eir 
acceptance,  one  Treasury  waives  the  requirements  of 
reviewing  aii  casn  fiows  until  one  following  fiscal  year. 
Tne  re  is  a  great  deax  of  concern  and  speculation  witnin 
JDD  that  next  year  will  not  see  tne  fun  implementation 
according  to  tne  Treasury's  guidelines  [ Hef .  4 3 J -  Witn 
omy  four  mo  no  ns  remaining,  now  could  tne  Treasury  refuse 
tne  DOG  request?  Even  if  they  did,  tne  proposed  input 
wouid  stiii  oe  DOD's  omy  response  due  to  tne  snort  time 
remaining.  Tne  iacw  of  coordination ,  confusion,  tack 
of  incentives,  and  the  scope  of  tne  Treasury's  guiaance  n; 
contnouted  lmmeasuraoiy  to  DOD's  failure  to  fully  impiem-. 
tne  Deficit  Reduction  Act  according  to  tne  Treasury's 
requirements . 

The  four  casn  fiows  are  ai*  related  to  deot  coi^ectio: 
T.nese  casn  fiows  are  nign  doiiar  value  categories  and  are 
major  receipts  of  a  recurring  and  nonrecurring  nature. 
During  initial  contacts  witn  tne  wavy,  Army,  ana  Air 
force,  tne  consensus  was  that  tne  scope  of  tne  Treasury's 
regu.ation  for  implementing  tne  Deficit  Reduction  Ac:  was 
too  oroad.  Decause  <  f  tms  fact,  tne  services  die  n  o  t 
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02  nii_ion.  GriLs  are  issued  to  contract  services  for 
nousenoid  goods  packing  and  snipping,  moving  equipment, 
and  otner  related  services.  The  cost  for  tnese  services 
are  normally  weight  related.  Often  there  are  differences 
between  tne  estimated  contracted  weignt  and  the  actua_ 
weight  and  these  differences  are  considered  Army  puoiic 
receivaoies.  Tne  contractor  is  notified  of  tne  over  Daymen 
Tne  receipt  cash  flow  analysis  begins  with 
tne  oining  process.  The  Treasury's  standard  is  five 
days.  Tne  payment  terms,  mail  fj.oat,  and  processing 
float  are  analyzed  in  sequence.  Tne  objective  is  to 
evaluate  tne  amount  of  time  expended  for  collections 
and  deposits.  The  Army  plans  to  compare  its  operations 
to  tne  Treasury's  standards,  to  determine  if  improvements 
are  feasible  and  cost  effective. 

b.  Retired  Pay.  Military;  Out-of-Service,  Militar 
Out-of-Service,  Civilian 

A  review  of  tne  receipt  casn  flow  procedure 
involving  tnese  categories  is  initiated  with  tne  critical 
step  of  documenting  the  debt.  A  centralized  accounting 
system  allows  tne  Army  to  perform  a  complete  record 
review  of  personnel  leaving  tne  Army  (civilian  ana  militar 
Dents  discovered  before  detachment  are  settled  with  an 
offset  from  tne  individual's  final  pay.  Debts  accumulated 


during  tne  last  30  days  oefore  detachment  are  disced  as  OS 


implemented  with  cue  process.  The  receipt  casn  fj.ow 

review  begins  after  settlement,  nas  seen  reacnea  concerning 

tne  metnod  of  payment.  Tne  Army  pians  to  review  tne 
i 

I  receipt  casn  flow  from  tne  point  of  collecting  tne  payment 

tnrougn  administrative  processing,  and  finally  its  deposit 
in  tne  Treasury's  general  account.  Any  improvements 
resulting  from  tne  review  win  oegin  at  this  point  cf 
confections . 

c.  Objective 

The  Army's  objective  is  to  evaluate  tne  cash 

flow  at  tne  Army  Accounting  and  Finance  Center.  Incxjsive 

in  this  approach  is  an  evaluation  of  each  activity  invoiveu 

in  tne  collection  of  data  on  out-of-service  debts. 

I 

2.  Tne .  Air— EflCflg 

Tne  Air  Force's  plan  for  imp! ementa tion  parallels 
tnat  of  the  Army  witn  certain  exceptions.  Tne  four 
c nosen  receipt  casn  flows  are  (1)  Out-of-service,  military. 
(2)  Out-of-service,  civilians,  (j)  Military,  Retired  pay. 

,  and  i4)  contract  aeots.  Tne  documentation  of  debts  is 

performed  oy  tne  respective  activities  at  the  AFAFC. 

Tne  receipt  of  a  cneck  or  cash  is  directed  to  a  oasnier 
who  deposits  tne  funds  m  tne  Treasury's  genera.,  account. 
The  focus  wif_  se  directed  to  improving  m-nouse  process  ..n. 


functions . 


Tne  Air  Force  plan  to  use  tne  Joint  Uniform 
Military  Pay  3yste:n  (JUMPS)  for  tne  identif ication  of 
military  rex  a  ted  debts. 

(1)  The  JUMPS  Process.  The  JUMPS  system  is 
nigniy  centralized.  It  is  a  computer  system  witn  a  uata 
base  that  is  updated  nigntiy  witn  oaten  processing  uodates 
from  Accounting  and  Finance  offices  (AFO)  at  tne  loeax 
Commands.  Facn  service  memoer's  account  is  centrally 
located  at  tne  Air  Force  Accounting  and  Finance  Center 
(AFAFC).  Feedback  from  the  AFAFC  is  received  eacr.  morning 
by  tne  AFOs  in  the  field.  Tne  AFOs  can  maxe  inquiries 
tweive  months  bacK  and  process  cnanges  for  the  iast  six 
montns. 

(2)  Member's  Separation.  Prior  to  separation, 
tne  local  AFO  must  get  autnorizatior,  from  AFAFC  for  tne 
member's  final  pay.  Tne  system  queries  the  memoer's 
account  for  outstanding  debts.  Bad  cnecks  written  in 

tne  last  30  days  are  not  accounted  for  by  tne  system.  As 
a  resuit,  tnis  debt  becomes  an  OSAR.  Tne  finai  figures 
provided  oy  JUMPS  is  sufficient  to  start  tne  OSAR  co..eo:ioi 
process.  Tne  account  is  referred  to  AFAFC  for  collection. 

(3)  Collection  and  deposits,  lae  receipt 
cash  f-ow  review  oegins  witn  tne  offset  process.  Once 

is  received,  an  analysis  wixi  oe  oerfor.noa 


casn  or  a  cnecrc 


to  determine  if  improvements  can  oe  maae  to  the  process. 
Concentrated  efforts  will  focus  on  reducing  tne  float 
from  tne  collections  and  deposits. 

o.  Military,  Retired  Pay 

The  Air  Force  plans  to  use  its  Retiree  Annuity 
Pay  System  (RAPS)  for  identifying  debts  and  scheduling 
repayments . 

c.  Out-of-Service,  Civilian 

The  Air  Force  nas  a  centralized  system  tnat 
documents  civilian  pay.  Tne  civilian  payroll  office 
identifies  tne  debt  and  forwards  appropriate  documentation 
to  OPM.  0PM  can  release  funds  from  the  member's  civil 
service  retirement  contribution  account  to  pay  tne  deDt. 
if  the  member  does  not  nave  funds  in  tne  account  tne  deot 
is  returned  to  the  AFAFC.  Debt  collection  procedures  are 
implemented  to  collect  the  deot. 
a.  Contractor  Deot 

The  Deot  Collection  Status  Report  is  uses  to 
manually  assess  the  debts  owed  by  contractors.  Once 
identified,  the  contractor  is  notifies  of  tne  deot  (ci-iin 
Tne  casn  or  cnec*  is  forwarded  to  a  casnier  at  AFAFC  wno 
deposits  tne  funds  in  tne  Treasury's  genera*  account. 


Aavy 


A 3  of  this  writing,  the  k'avy  has  not  taker  action 
to  identify  a  system  or  program  for  impl ementin j  the  four 
proposed  categories  of  debt. 

F.  THE  PROBLEM  OF  IliPLEME.’lTIIJG  THE  DEFICIT  REDUCTION  ACT 
1  .  Accounting:  and  Finance  Centers 

The  problem *of  implementing  legislation  data 
collection  and  putting;  it  in  a  reportable  format.  The 
problem  may  be  traced  to  several  factors:  (1)  an  absence 
of  a  computer  system  or  appropriate  software  package,  (2) 
a  lack  of  interpretation ,  (3)  a  lack  of  fundin’  or 
manpower,  or  (4)  a  lack  of  incentives.  The  problem  has 
centered  on  the  accounting  and  finance  centers,  and  their 
concern  and  efforts  in  pursuinj  the  implementation  process. 
The  accounting  and  finance  centers  mainly  review  legislation 
and  prescribe  rules  and  regulations.  The  support  of  the 
accounting  and  finance  centers  or  lac:;  thereof  amplifies 
the  success  or  failure  of  the  legislation  concerned.  In 
many  instances,  they  are  the  cornerstones  of  the  imple¬ 
mentation  process. 

2.  Congressional  Assistance 

Con  jressional  ls~,ioiacion  reflects  the  :,oo  i 
intentions  of  Cor.  press  to  do  well  .in  the  eyes  of  turn 
public.  Their  concern  for  the  implementation  process 
seems  limited  to  identifying  an  administer in_;  a  ,oncy. 
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CM  3  was 


as.<ed  with  responsibility  for 


the  Prompt  Payment 


Act.  GAO,  Department  of  the  Justice,  OPM,  and  0M3  were 
assigned  the  respons ibixity  for  the  Debt  Collection  Act. 
The  Treasury  is  responsioie  for  tne  Deficit  Reduction 
Act.  Except  for  the  Prompt  Payment  Act,  wnicn  was  done 
on  short  notice,  the  Debt  Collection  Act  and  tne  Deficit 
Reduction  Act  nave  caused  problems  for  tne  armed  services. 
Tne  services  agree  tnat  tne  Deficit  Reduction  Act  wii* 
contrioute  to  improvements  in  casn  management.  Jut  tne 
full  impact  wiii  not  oe  realized  until  complete  implemen¬ 
tation  r.as  taken  place  (when  DOD  and  tne  armed  service 
nave  nad  the  opportunity  to  review  aii  cash  fxows).  It 
is  possible  that  tne  full  implementation  may  resuit  m 
savings.  The  Wavy  anticipates  that  tne  amount  of  cash 
tnat  disbursing  officers  carry  aooard  ships  and  tne  casn 
in  safes  overseas  may  be  reduced  (tne  funds  neid  oy 
disoursing  officers  on  snips  mane  up  tne  largest  snare  of 
casn  neid  outside  of  tne  Treasury). 

3 .  Treasury's  Analysis 

Tne  prooiem  identified  oy  tne  Navy,  and  one  tnat 
is  a  concern  to  aix  tne  other  services,  is  the  procedure 
tne  Treasury  wiii  use  in  compiling,  evaluating,  ana 
anaxyz.ng  tne  data  co^xected  [Ref.  1 o  1 .  Tne  Treasury 
nas  solves  tnis  prooxem  oy  basing  tne  reporting  tnrou  gnou  t 
tne  Federal  Government  on  tne  numoer  of  casn  fiows. 

1 JJ 


Federal  agencies  are  divided  into  groups,  and  cause 
who  fewer  casn  flows  nave  earlier  reporting  dates.  dome 
oi  one  federal  agencies  nave  completed  tneir  casn  flow 
reports.  The  Treasury  nas  estabiisned  an  automated  system 
for  analyzing  tne  data.  DOD  is  in  tne  last  group  of 
reporting  agencies.  DOO  nas  the  largest  number  of  casn 
flows  and  tne  Treasury  accepts  tne  fact  tnat  tueir  casn 
flow  reviews  may  not  be  complete  prior  to  Septemoer  1935. 

3ut  tne  entire  implementation  process  win  oe  completed 
as  required  oecause  tne  Treasury  does  not  nave  tne  autnority 
to  waive  tne  reporting  date.  However,  in  DOD's  case, 
they  will  anew  partial  reporting  due  to  tne  large  njmoer 
of  cash  nows.  [fief.  391 

4  •  SflflMia  Lefa,,isi.at,iQ,n„.  Provide  ruaditu  ana  .vlaajawar.'? 

The  implementation  of  the  Deficit  deduction  Act, 
like  tne  Deot  Collection  Act,  nas  tne  potential  of  oecomm., 
stagnated  and  failing  to  fulfill  tne  intent  of  Congress. 

Tne  absence  of  funding  and  manpower  support  are  critics, 
requirements  in  view  of  past  legislation  and  tne  current 


efforts  to  implement  tnem.  As  mentioned  aoove  tne  services 
once  again,  nave  nad  casn  management  forced  upon  tnem 
ratner  tnan  voluntarily  taking  tne  initiative  to  construct 
programs  or  Internal  Control  procedures .  Tne  armea 
services  are  putting  fortn  an  enormous  amount  of  effort 
anu  time  to  comply  witn  legislation  as  enacted.  Tne 
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insecurity  ex'*  the  cervices  seems  to  be  linked  to  their 
data  base.  The  mechanism  for  compiling  requested  data  to 
implement  legislative  requirements  is  not  available  in 
all  cases.  Each  requirement  is  causing  a  backlog  because 
the  funding  and  manpower  for  gathering  data  is  a  function 
of  the  current  manpower  structure.  If  an  automated 
system  is  not  available,  then  gathering  data  becomes  ti..e 
consuming.  For  the  Deficit  Reduction  Act,  resources  for 
complying  with  the  legislation  were  not  provided.  Tver 
the  Treasury's  Cash  Management  Improvement  Fund  was 
established  without  a  financial  base.  If  Gramm-Rudman  is 
an  indication,  the  Deficit  Reduction  Act  will  proceed 
without  additional  manpower.  .'hat  will  occur  is  that 
priority  programs  will  prevail.  Funding  and  manpower 
should  be  incorporated  in  the  legislation  to  ensure 
implementation . 

G  .  A!!  OBJECTIVE  VIE*..’ 

The  four  categories  chosen  for  cash  management  rev i eu 
are  debt  related.  Realizing  the  problem  encountered  with 
■deot  collections,  it  appears  that  the  Air  Force  and  the  A 
will  experience  minor  difficulty  ir.  documenting  the  cash 
receipt  flow,  but  the  da vy  will  encounter  difficulty  „ue 
co  lac!:  of  automation,  further  research  ir.  this  area  is 
encouraged.  The  final  implementation  of  the  Deficit 
Reduction  Act  within  ROD  and  the  results  fro...  that  p roc  as 


wn  .  oe  a  determining  factor  as  to  w nezner  tr.e  Ac:  con;:*: 
outes  co  improvements  in  casn  mana ger.ient .  .-lost  important 
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legislation? 

Tne 

Deficit 
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end 
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The 

oasic  feature 

of 

tne  Act 

aeen  incorporated  in  tne  Gramm-Rudman-Holi ings  amendment 
wnich  requires  Congress  to  reduce  cne  budget  aeficic  oy 
336  omion  a  year  starting  witn  FY  36.  If  Congress 
fails  to  aenieve  cne  required  deficit  reductions,  tne 
process  will  be  bacxs topped  by  a  procedure  under  wnioii 
tne  President  couid  mawe  tne  needed  reduction  across- 
the-board,  except  for  Social  Security.  Sonetning  line 
the  Gra;.nn-Rudman-Hoiiings  is  needed  to  not  onj.y  restore 
budget  control  as  an  end  in  itself,  but  also  to  estabiisn 
a  fiscal  position  under  whicn  a  constitutional  amendment 
couid  oe  adopted  without  disruption.  Tne  constitutionax  i 
of  Gramm-Rudman-Holi ings  is  being  challenged  in  court. 

Tne  argument  is  tnat  tne  involvement  of  tne  Congress  iona i 
budget  Office  in  an  action  of  tne  executive  dranen  was  an 
unconstitutional  violation  of  tne  separation  of  powers,  i 


43) .  Tne  action  is  3:111  pending. 
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A.  3  U:1i‘.ARY 

Tne  Deficit  Reduction  Act  was  Congress's  response  to 
puolic  concern,  rising  deficits,  and  unconiro.iao.e 
spending  within  tne  federal  government.  fhe  Deficit 
Reduction  Act  is  another  step  in  a  series  of  legislative 
acts  and  administrative  regulations  designed  to  implement 
control  over  spending  and  provide  for  improvements  in 
cash  management  procedures.  The  portion  of  tne  Deficit 
Reduction  Act  dealing  with  collections  and  deposits  results, 
from  a  Grace  commission  recommendation  for  improving  tne 
efficiency  and  effectiveness  of  federal  managers.  Puolic 
interest  and  concern  has  forced  congress ional  leaders  to 
tawe  tne  initiative  to  reduce  the  deficit. 

The  Deficit  Reduction  Act  is  one  such  initiative 
aimed  at  improving  cash  management  oy  advocating  pule.-: 
response  in  collecting  and  depositing  receipts  with  tne 
Treasury.  Tne  Treasury  has  been  designated  as  tne  admin¬ 
istering  agency  oy  tne  legislation.  Their  goal,  advocate.* 
m  the  past,  is  to  institutionalize  cash  management 
in  tne  Federal  Government .  Tne  Deficit  Reduction  net 
g.ve  tne  Treasury  tms  authority. 

Tne  Treasury  seizes  tne  opportunity  to  maze  cat:, 
management  as  3  functional  ana  an  alternative  measure  of 
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iae  Treasury 


dei^.nea  a  casn 
fiow  review  proceaa  as  cne  ini  via*  step  for  impxement  in 
tne  Deficit  Seduction  Act.  It  requires  a*i  federal 
agencies  to  document  receipts  and  disoursemenc  casn  f  „o 
ana  analyze  cner.i  for  improvement  and  cash  savings. 

Septemoer  1936  is  tne  deadline  for  impxementation  o 
the  Deficit  Seduction  Act.  Tne  Prompt  Payment  ana  Deot 
Collection  Acts  were  cited  as  references  to  determine  t 
precarious  prooie.ns  confronting  DOD  wmie  implementing 
congress lonai  xagisiacion.  Tne  implementation  process 
difficult  ana  perceivea  as  a  forced  Act  ratner  tnan  a 
program  derived  witnin  tne  defense  community. 

The  armed  services  are  experiencing  similar  proc*e.;j 
witn  tne  Deficit  Seduction  Act  tnat  were  encountered 
during  cne  implementation  of  tne  Deoc  Coxxection  Act. 
Tne  mam  prooiem  was  the  aosence  of  an  automated  system 
for  compiling  and  formatting  tne  required  data. 

Seven  months  were  required  to  determine  tnat  fui_ 


implementation  couia  not  oe  achieved  oefore  Septemoer 
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Consequently , 


tne  armed  services  spend  time  discussing 
ways  co  minimize  tne  effect  o-f  one  Treasury's  report. ng 
requirements  vice  addressing  the  issues. 

Congressional  legislation  creates  uncertainty  among  one 
armed  services.  Most  often  in  DOD,  tne  snortfan  in 
impxementation  is  attrioutea  to  insufficient  funus,  lac* 
of  automation,  or  tils  interpretation  of  tne  legislation. 
Programs  to  implement  legislation  oecome  a  reality  or 
linger  on  from  year  to  year.  Tne  Debt  Collection  Act  is 
experiencing  tne  iac ter . 

Depending  on  tne  service's  accounting  and  finance 
systems,  tne  current  oasn  management  regulatory  framewors 
is  we  la.  received  or  problematic.  Tne  Havy  is  experiencing 
consideraoie  difficulties  with  tne  Prompt  Payment  ana 
Deot  Collection  Acts.  A  paraiiei  conclusion  is  stated 
for  one  Army  with  tne  Air  Force  performing  more  effec¬ 
tively. 

Tne  Deficit  Reduction  Act  oegan  as  a  problematic 
witnout  leadership  from  DuD.  iitn  a  cnange  i n  perspective, 
OSD  nas  intervened  and  sponsored  a  program  tnat  proves 
acceptable  for  tne  interim,.  Due  to  tne  suostantia. 
r.umoer  of  casn  f.ows  witnin  DOD.  or,xy  time  u:.i  uetermine 
wnetner  improvements  wiio.  oe  made  in  tne  armea  services' 
collection,  deposits,  and  d is our dements  of  casn.  Tne  .aw 
m;ti3x.y  focused  on  collection  3na  deposits.  Tne  Treasury 
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aadei,  tr.rough  re.3uxac.i0nj  ,  oii.ings  ana  d isour semen 0 j 
to  ios  review  process.  Tne  Deficit  Reduction  Act.  wiix 
improve  casn  management  and  perform  as  Congress  intended. 

Tne  proolem  is  ascertaining  a  position  wnere  analysis  can 
be  accomplished. 

The  implementation  of  tne  Deficit  Reduction  Act  began 
witn  tne  pubx ication. of  tne  Treasury's  regulation. 

Following  a  series  of  discussions  and  meetings,  QOD  nas 
proposed  an  interim  program  vice  fuii  . impiementa t ion 
before  Septemoer  1936.  The  interim  program  is  an  analysis 
of  four  cash  receipt  flows.  The  proposed  cash  flows  are: 

(1)  Out-of-Service  debts,  civilian  personnel,  (2)  Out-of¬ 
service  debts,  military,  (3)  Contractor  beats  and  (4) 

Military  retired  deots.  Tne  casn  flows  are  ali  deot 
rexaced.  The  armed  service  witn  an  effective  aeot  collection 
program  will  experience  tne  ieast  difficulty. 

Tne  Deficit  Reduction  Act  will  oe  delayed  indefinitexy 
after  tne  initial  implementation  pnase  due  to  tne  scope 
of  tne  review  process.  Tne  Debt  Coxiection  Act  was 
enacteo  ir.  1982.  and  tne  implementation  phase  is  stii*  :n 
process  m  1980.  The  Deficit  Reduction  Act  will  foixow  a 
similar  path  of  stagnation  unless  tne  Treasury  intervenes. 

From  an  overall  perspective,  tne  armed  services  need 
to  oecome  ..lore  efficient  in  casn  management.  Tne  po.nt 
is  reflected  in  p3rt  by  poor  implementation  programs  3  id 


tne  3U3j;ancs  of  tne  individual  accounting  system . 
Individually,  one  Air  Fores  is  performing  .coot  effectively 
in  one  area  of  casn  management. 

3.  CONCLUSIONS 

To  estaoiisn  a  researen  fixe,  contact  was  made  witn  t:ie 
Navy,  Army,  and  Air  Force  Accounting  and  Finance  Centers. 

Tne  conversat ions  tnac  ensued  revealed  tnat  tne  suoject 
of  casn  management  was  actively  discussed  at  tnat  levei. 

Tne  Prompt  Payment  and  Deot  Collection  Acts  remain  tne 
focus  of  casn  management  discussions.  This  particular 
point  of  view  contriouted  to  tne  deficiency  in  worse 
performed  on  tne  Deficit  Seduction  Act. 

1 .  Tne  PrQmat-f.a.y-ment  ana.  Ac.t.s ,  .at 

Prior  C.asn  .'•lanap.eiaent  Initiatives  Do  Provide  a 
Medium  for  fiyaiua&ina  the.  jaaiefflen.Ea.kion.  Process 
arui...dexaLLad...£ro.o^eias.....eanirQDUn^  tne  JaT.ic.it 
deduction.  Ace.* 

JOD  is  performing  weii  under  Prompt  Payment  Act 
out  no  assessment  of  performance  under  debt  collection 
can  oe  made  aue  to  incompleteness .  Tnree  factors  affected 
tne  legislative  implementation  process:  (1)  timing,  ( 2 ) 
automation  and  (3)  incentives  or  iac.<  thereof. 

Tne  Prompt  Payment  and  Deot  Collection  Acts  surfaces 
tne  issue  of  timing.  Tne  timing  for  tne  Prompt  Payment 
Act  was  exce^ent.  Tne  Act  became  *aw  in  January  1  ) o 2 
and  W33  fuiiy  implemented  m  Octooer  1)32.  A  consiaeracie 
t  .me  .  a  ;  exist  e  a  set  ween  passage  of  tne  Deot  Con ec  non 
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Acc  and  its  implementation  wnicn  is  in  process.  Timing  is 
affected  oy  tne  complexity  and  legality  of  tne  ie0;iia:;jp.. 
Limiting  one  time  lag  is  crucial  .to  maintaining;  tne 
spirit  of  tne  iaw  during  tne  implementation  pnase. 

Witnin  OOD  tne  implementation  process  is  dependent 
on  tne  avaiiaoiiity  of  an  automated  system  for  dat3 
collection  and  reporting.  Tne  service  possessing  automates 
capaoiiity  to  respond  to  requirements  will  experience 
less  difficulty  during  the  implementation  process. 

The  lack  of  incentives  affect  the  implementation 
process.  Programs  without  incentives  have  caused  a  lac* 
of  concern  for  improving  cash  management.  Legislation 
nas  been  directive  in  nature  vice  motivational.  Tnere  is 
a  rush  for  results  to  satisfy  seniors  and  respond  to 
public  concern.  The  attitude  at  the  finance  centers 
fluctuates  (e.g.,  tne  Navy's  concern  is  for  snips  and 
disbursing  officers  performance  omy). 
a.  Tne  Results 

(1)  The  timing  for  tne  Deficit  Reduction  Act 
is  effective.  Tne  legislation  was  enacted  to  reduce  tne 
deficit.  Presently,  tne  federal  debt  is  a  top  priority 
issue.  Tne  law  provided  tnat  implementation  would  oe  in 
effect  by  September  1 936.  Tne  armed  services  are  wsr.cir... 


toward  tnat  uate 


(:?)  fne  Defi 


ill 


c::  Reduction  Act  wii_  require 
automated  system  for  data  coi.ec^ion  3nd  reporting. 

(3)  Tnere  are  no  incentives  for  instituting 
one  Deficit  Reduction  Act.  It  is  perceived  as  a  j. receive 
ioy  tne  armed  services.  Tms  uni  affect  the  implementation 
process  and  tne  numoer  of  personnei  allocated  to  perform 
casn  flow  reviews.  Tne  armed  services  are  not  perforonr... 
weii  under  the  Prompt  Payment  or  Dept  Collection  Acts 
collectively .  ./itn  tne  Deficit  Reduction  Act  pending, 
tne  armed  services  nave  demonstrated  a  iac«c  of  incentive 
and  concern  to  aggressively  comply  witn  tne  Treasury 
requirements . 


2.  Ttie...3eXi.c,i„t,  ,fl,g,a,u,c.u an  Act  Will,  laar.ave . _ 

A  consensus  opinion  among  tne  services  cite  tne 
Deficit  Reduction  Act  as  effective  legislation.  Altnou:,n 
it  is  difficult  to  quantify  the  savings  presently,  tne 
concept  of  tne  legislation  indicates  a  potential  for 
savings.  The  support  for  tne  legislation  is  cased  on 
past  experiences  wnere  excessive  amounts  of  casn  receipts 
were  frequently  delayed  prior  to  depositing  witn  one 
Treasury . 

3  •  file — viC- — t-. — m. tie — i  r  a  a  u  i  v  1  s  a  - » ,  r  e  •j  i  e  w P  ,*  o  o  e  ^ 

Tne  excessive  numoer  of  casn  fiows  witnm  D03 
cannot  oe  documented  prior  to  Septemoer  13oo.  Tne  Ireasury 
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waived  one  requirement  for  full  implementation  oy  allowing 
a  i  ini  cedi  review.  Tne  armed  services  win  document  jmy 
four  receipt  casn  f^ows  during  tne  initial  pnase  to  meat 
tne  deadline. 

4 .  Tne  Proposed  Cash  Flows  are  not  Sufficient  to 

Arrive  a.b—a-fi.Qnc-usio.n  that  laproveaeota  a ca 

warranted 

Until  ail  casn  flows  are  completed,  tne  finai 
results  win  remain  incomplete .  The  proD-em  tne  Treasury 
must  resolve  is  motivating  DOD  to  complete  tne  review 
process  as  designed.  Tne  casn  flow  documentation  wm 
require  an  enormous  amount  of  time  to  complete.  The 
Treasury's  directive,  witnout  funding  or  additional 
personnel,  win  cause  an  adverse  effect  on  the  armed 
services.  On  a  micro-level ,  tne  Treasury  win  oenef  it. 

But  to  save  one  dollar,  the  armed  services  must  invest 
five  or  six  dollars  in  iaoor  3nd  time.  Tne  armed  services 
are  concerned  aoout  tne  cost/'oenefit  reasoning  associate! 


wicn  tne  legislation. 

5 •  The  Treasury  can  institutionalise  casn  management . 

The  Treasury  has  tnis  autnority  t.irough  tne 
deficit  deduction  Act.  The  potential  for  success  n 
fair.  Tne  Treasury  can  assess  cnarges  against  amend i es 
for  failure  to  comply  witn  casn  management  legis^at  .on . 

Tne  amount  enarged  is  determined  oy  tne  Treasury's  assessment 
of  tne  Casn  Management  Program.  The  effectiveness  of 

1  U 


cne  ie^ij.acion  depends  on  now  one  Treasury  exe; 


*ses 


w  *0 


aumoncy.  Tne  Treasury  win  determine  wnetner  casn 


management  oecomes  institutionalized  or  not. 

6.  Imorovin.T  cas.i  mana lament  in  33D  wm  oe  difficu^ 
The  infiux  oT  .tegisiation  identifies  tne  need  for  improve 
casn  management  witnin  00 D .  The  amount  of  legislation  is 
excessive.  Tne  Deficit  deduction  Act  augments  tne  proo^e 
tne  armed  services  Dresentiy  encounter  in  performing 
under  the  Prompt  Payment  and  Debt  Collection  Acts.  Tne 
proposed  casn  reviews  are  deot  management  initiatives  out 
Deot  Collection  implementation  nas  not  been  completed. 
Tnerefore  the  problem  is  compounded.  Tne  armed  services 
are  attempting  to  improve  casn  management  and  nave  exper¬ 
ienced  moderate  success  in  Prompt  Payments. 

Incentives  are  essential  in  ensuring  tne  success 
of  tne  legislation.  The  iaci<  of  an  incentive  system  has 
seen  cited  as  a  or oo-era  wnicn  hinders  effective  casr. 


management  witnin  JOO.  Casn  managers  oelow  tne  neadquart 
levei  (Accounting  anJ  Finance  Centers)  lacx  tne  goals  arm 
incentives,  resuiting  in  less  tnan  optimal  casn  managemen 
!  •  Intent  not  acnieveu 

Tr.e  Treasury's  authorization  to  waive  tne  requ.re. 
for  tne  completion  of  a*i  casn  flows  within  D 0 D ,  a 1 1  not 
comply  witn  tne  intent  of  Congress.  Tne  intent  of  Congre 
was  to  nave  programs  implemented  ( oy  September  Hdo) 


1  14 


Wiuc.i  wou-j  3  .low  improvements  in  coaaotion  and  oopoo.ro 
ana  meir  efface  cn  me  deficit. 

a  .  ,-lon i  tor  i  na  suoord  i.na  ted  performance  in  cash 
management  is  inef fee tive ■ 

Collectively,  me  armed  services  .acw  a  reguiar 
system  for  monitoring  the  casn  management  performance  of 
subordinate  activities.  Presently ,  tne  armed  services 
depena  on  tneir  respective  auditing  agencies  for  assassin,, 
tne  casn  management  performance.  Tne  auditing  function 
is  not  performed  on  an  annuai  basis  wnieft  restricts 
regular  monitoring  of  performance. 

Tne  final  implementation  of  tne  Deficit  Seduction 
Act  is  two  or  tnree  years  away.  Tne  full  impact  cannot 
be  measured  or  assessed  until  all  casn  flows  (receipts 
and  d isoursements )  have  been  analyzed  and  documented. 

The  .mpiementat ion  of  tne  Deficit  Reduction  Act  within 
JOD  wiii  oecome  stagnated  unless  progressive  action  is 
tauen  oy  tne  Treasury.  Tne  iac;<  of  incentives  and  excessive 
xegisxative  requirements  are  affecting  tne  armed  service's 
attitude  toward  casn  management.  initially,  tne  suppers 
was  overwhelming  out  tne  influx  of  legislation  is  causing 
navoc  ana  a  change  in  attitude  toward  casn  management. 

It  is  not  efficient  tc  just  implement  tne  requiremen  t 
of  j.e  gidi.ation  cecause  it  is  tne  xsw.  Rather,  tne  ;oa_ 
of  tne  armed  services  snouid  oe  to  impxemenc  me  .e;is.ation 
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needed.  Tne  services  canno:  rely  on  audit,  agencies  to 
perform  cash  flow  reviews.  Tne  Treasury's  Cash  Management 
deview  Guide  is  appropriate  for  establishing  a  cash 
management  review  program.  Suoordinate  activities  saoiiii 
suo.Mi t  annual  cash  flow  reviews  to  tne  accounting  and 
finance  centers  for  analysis.  Improvements  should  be 
made  wnere  appropriate.  The  accounting  ana  finance  centers 
must  pursue  casn  management  effectiveness  more  actively. 

4 .  The  Treasury  snouid  introduce  incentives  to 
accompany  tr.e  implementation  of  the  Deficit 

deduction  Act. 

Presently,  there  are  no  incentives  to  encourage 
ana  motivate  tne  armed  services  to  oecome  aggressive 
toward  casn  management.  One  specific  suggestion  to 
reward  tne  armed  services  would  involve  allocating  a 
percentage  of  tne  savings  resulting  from  tne  casn  flow 
reviews  to  tne  service. 

o .  The  armed  services  should  increase  their  inter¬ 
actions. 

Tne  differences  among  tne  services  snouiu  not 
affect  tne  exchange  of  ideas,  es?ecia^„y  wnen  confronted 
with  tne  same  prooxems .  An  example:  tne  Army  is  encoun¬ 
tering  a  proo*em.  witn  civilian  personnel  overseas.  Tr.e 
Air  .-orce's  solution  to  this  prouiem  is  to  assign  ..Jintury 
personnel  to  tne  piglets.  3ut  no  inquiries  are  made 
oetween  managers  in  eacn  service.  Their  interaction  to 
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aucuoj  and  pi  an  *e.jis*aciva  ~n?_emen -a t -on  pro. ,rams 
jiiouid  oe  t;ie  apart  of  information  snaring  ana  not  tne  ena. 

Tne  implementation  of  tne  Deficit  Keaucticn  Act 
witnin  DOD  will  oe  time  consuming  and  3  linger  in.;  issue 
uniesa  tne  Treasury  requests  tnat  DOD  taxe  immediate 
action  to  scneauie  implementation  of  tne  remaining  casn 
flows.  If  tne  Treasury  fans  to  act,  finai  resuits  of 
this  legislation  will  be  several  years  away. 

Future  researcn  couid:  (1)  trace  the  finai  DOJ 
implementation  of  tne  Deficit  Reduction  Act;  (2)  perform 
an  analysis  of  the  Oramm-Rudman-Hoinn^s  and  its  effect 
on  tne  deficit;  and  (j)  perform  a  review  of  casn  management 
.Legislation  (intent  and  results). 
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